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HIGHLIGHTS 


Corporate Profile 
Rothmans Inc. is a 
widely held Canadian 
public company with 
WB Rothmans Inc.’s operating company, Rothmans, Benson & Hedges Inc. common shares traded 


(“RBH”), generated record net income of $112.8 million for the year, Barthellorénto: Stock 


excluding one-time redundancy costs associated with a significant 
: ; ; : Exchange under the 
reduction in the salaried complement. This represents an increase of PPR RT 
oe ; : stock symbo ‘ 
5.4% from the $107.0 million net income generated last fiscal year. 


» A secondary offering by British American Tobacco p.l.c. (“BAT”) To meet Canadian 
transformed Rothmans Inc. from a foreign-controlled company into a Competition Tribunal 
widely held Canadian public company. Rothmans stock was split six for eee 


one in February 2000. ; 
; ; Ree. associated with the 

= RBH increased its share of the domestic fine cut segment of the market 

: iO 7 : ae British American 

to a commanding 54% of total industry sales — a leadership position. 


Tobacco merger with 


Growth in fine cut products more than offset a decline in cigarette share, 


resulting in a modest increase in RBH’s share of the total composite market Rothmans International, 
to 22%. BAT divested its 71.2% 
" RBH dramatically reshaped its marketing strategy to focus on a limited ertarentammaothnans 


number of brand franchises which offer promising growth potential. Teh ceria eecanan 


« A major, company-wide cost reduction program was implemented, Nitsa niacttan 


resulting in a reduction of 126 salaried employees and cost savings of 


February 11, 2000. 


$9.5 million annually. 
= RBH developed new management and employee incentive programs to 


ensure that interests of personnel are closely aligned with those of Rothmans Inc. Philip Morris 
shareholders. 
The Company's 60%- 
Year ended March 31 (in thousands of dollars) 2000 1999 1998 Fy 
owned subsidiary, 
Income Sales, net of excise duty and taxes $533,219 $ 532,883 $ 522,063 Rothmans, Benson & 
Statement Earnings 63,457 64,555 67,564 Hedges Inc. (“RBH”), 
manufactures and 
Financial Total assets $ 381,961 $ 349,502 $ 392,887 
Position Shareholders’ equity 167,303 136,910 199,101 distributes a full range 
: of quality tobacco 
Per Common Earnings $ 1.92 $ 1.95 §$ 2.04 
Share ($) Dividends paid 1.00 3.83* 1.00 products for Canadians. 
Shareholders’ equity 5.06 4.14 6.02 FTR Holding S.A. of 
Ratios Return on average total capital employed 49.4% 57.2% 59.1% Switzerland, an 
Return on average shareholders’ equity 41.7% 38.4% 37.2% affiliate of Philip Morris 
Working capital ratio (ao 2.0 2.8 


, Incorporated, 
* includes special dividend of $2.83 per common share in September 1998 


continues to own the 
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Pictured from left to right 
Joe Heffernan 
John Barnett 
The Hon. William M. Kelly 


Message from the Chairman 


Under our rules I must retire as Chairman of the Board of your Company in July of 
the year 2000, and I do so with considerable regret. During my business career I have 
sat on a number of Boards of public corporations, and I have never served with a 
finer group than the Rothmans organization. This includes the Board, management, 
and employees at all levels. 


In spite of my regret at leaving, I am very pleased to announce that my successor will 
be Joe Heffernan, who we intend will become the Chairman of the Board of your 
Company, as well as of the operating company, Rothmans, Benson & Hedges Inc., 
immediately following our Annual General Meeting this year. Joe has had a long and 
distinguished career at various levels of management within the company since 1977, 
culminating in his assuming the presidency in 1989. As Chairman, I have particularly 
enjoyed working with Joe. His leadership as President was outstanding. He decided in 
1998 that a change of leadership was appropriate due to the demands of his 
international responsibilities. Once again he showed his commitment to the company 
by setting about finding his successor, and he did so in the person of John Barnett, who 
became President and CEO of RBH in November 1998 and President and CEO of 
Rothmans Inc. in June 1999. In very short order, John proved the wisdom of Joe’s 


choice in the new initiatives he has undertaken almost from the very beginning. 


No Board can do its job effectively unless it is fully informed by management on 
where they wish to take the Company, and how they intend to get there. The 
relationship between your Board and management has always been of the highest 
order. The thoroughness and clarity with which the Board has been kept informed 
has resulted in a Board that has a clear understanding of this business. The Board has 
followed a pattern of getting to know not only the members of the management team, 
but has also followed the practice of hearing from and about the young men and 
women who are ‘coming along’, and who represent the potential for the next 


generation of senior executives. 


The present Board knows the value of having a strong team in place, and supporting 
that management team in every way possible, and has never lost sight of its obligation 
to the shareholders. 


That is where we are, and J want to assure shareholders that their Company is in very 


good hands. SA : 
The Hon. wilt 


jam M. Kelly 
Chairman of the Board 
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To Our Shareholders 


Fiscal 2000 was a landmark year for Rothmans Inc. Your Company is now Canadian- 
owned, widely held, and a much more liquid investment. More investors now have the 
opportunity to benefit from our brand portfolio, impressive track record of financial 
performance, and superior long-term shareholder returns. 


The transformation of Rothmans goes far beyond the structural changes surrounding the 
divestiture of British American Tobacco’s 71.2% stake in Rothmans Inc. and the subsequent 
secondary offering of common shares. At every level of our organization we have begun to 
change the way we think, and the way we intend to manage the business. Our independence 
provides us with the flexibility to pursue our strategies with clear focus. We intend to be a 
more responsive public company, committed to creating long-term shareholder value, and 
fully attuned to the needs of our shareholders. The greatly expanded information for 
shareholders presented in this annual report should help confirm this intention. 


While embracing these significant corporate 
changes, important operational and financial 


objectives were achieved by RBH during the year. 
A trend of gradual slightly declining composite 
market share was halted by RBH in fiscal 2000, 
and share of the composite market was increased 
moderately from 21.9% to 22.0%, close to the 
level achieved in 1995. This improved result is a 
reflection of a shift in brand priorities, and is 
supported by RBH’s new marketing initiatives and 
fine cut product development. The pre-tax profit 
target of $187.7 million, excluding one-time 
redundancy costs, was exceeded during the fiscal 
year. Including this one-time charge, net earnings 
for the year were $106.7 million compared with 
$107.0 million in fiscal 1999. Revenues increased 
to $533.2 million. Rothmans continued to 
generate strong cash flow during the year. Cash 
and short-term investments at March 31, 2000 
amounted to $61.7 million. Dividends of $1.00 
per share were paid out during fiscal 2000. 
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Rothmans Inc. continues to 
generate strong profitability 
and returns. 


EPS ROE 


dollars per share, percent, 
bars line 
2.00- -40 
1.50- ~ 30 
1.00- - 20 
0.507 a a0 


00 0 
1988 90 92 94 96 98 2000 
Fiscal years ending March 


In the twelve years since the formation 
of RBH, earnings per share have grown 
at a compound annual rate of 6.8%. 
Return on equity has averaged 33.6% 
over the period, 40.4% over the past 
six years. 


To Our Shareholders 


Industry and Regulatory Environment > Rothmans Inc., now Canada’s only 
publicly traded company with interests exclusively in the tobacco industry, operates 
in a unique environment that offers both opportunities and challenges. 
Opportunities arise from a sizeable and relatively stable market. About six million 
Canadians over 19 — approximately one in four adults —- smoke. This market is 
shared with two competitors and new entrants are not expected, in large part 
because of the Canadian regulatory environment. 


A unigue environment that offers both 
opportunities and challenges 


This environment also creates RBH’s most significant challenge. We face some of 
the most stringent restrictions in the world on the sale and promotion of tobacco 
products. After successfully challenging previous tobacco products legislation, the 
industry is now challenging the constitutional validity of the current federal 
legislation, the 1997 Tobacco Act. While the legislation unfairly restricts RBH’s 
marketing efforts, RBH will continue to adapt to regulatory changes in its quest to 
successfully strengthen its competitiveness. Although industry volumes will most 
likely maintain their modest decline trend during the next few years, we expect 
revenue increases that, combined with solid cost containment, will result in higher 
margins and income. 
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Strategies for growth > 

RBH is committed to building on its 

position as a strong competitor in the 

tobacco industry. To accomplish this, 
three key objectives have been 
identified: 

e Increase market share by 
switching adult smokers to 
RBH’s leading brands. 

e Become even more profitable 
through cost reduction and 
increased productivity. 

e Maximize long-term 
shareholder value. 


RBH will address this opportunity by 
redeploying marketing resources 
behind key brands that have the best 
potential for growth nationally and in 
specific regions of the country. In 
particular, RBH will focus on attracting 
adult smokers who are less loyal to a 
specific brand. Already RBH has begun 
new marketing initiatives designed to 
increase our share of switchers, 
through actions such as gaining 
exclusive distribution rights in selected 
bars and nightclubs. RBH will also 
continue sponsorships — particularly of 


“Continued focus will be placed on becoming 
even more profitable” 


First, RBH will increase its market 
share. As a responsible tobacco 
company, RBH believes in providing 
superior products only to adults who 
have made the decision to smoke. We 
recognize that RBH’s current 22% 
share of this market, while strong, 
leaves considerable room for growth 
and development. 
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high profile events such as the Benson 
& Hedges Symphony of Fire and 
Benson & Hedges World Film Festival. 


Second, continued focus will be placed 
on becoming even more profitable. 
RBH is in a position to make modest 
price increases without affecting buying 
patterns. While the ability to increase 
profitability will largely depend on 
RBH’s ability to gain volume through 
market share gains, RBH is also 
increasing profitability through careful 


To Our Shareholders 


cost reductions. RBH has already 
absorbed the costs of modernizing both 
of its manufacturing plants, and we are 
now in a position to realize the resulting 
benefits for many years. RBH has also 
reduced staffing levels to further 
contribute to lower annual operating 
costs and will continue to look for 
additional opportunities to reduce 
costs, reflecting commitment to being 
cost competitive and to increasing 


productivity across the country. 


those of our shareholders. In fiscal 
2000, the Board of Directors approved 
a share buyback program that allows 
the re-purchase of Rothmans shares 
whenever we believe that re-purchase 
provides the best use of surplus cash. 


We will also consider acquisitions that 
are accretive transactions within the 


tobacco industry. 


“We are dedicated to maximizing long-term 
shareholder value” 


The first two objectives contribute to 
achieving the third, and most 
important: We are dedicated to 
maximizing long-term shareholder 
value. Share price growth and an 
attractive dividend are key components 
of shareholder value. As well, 
shareholders will be asked to approve 
an incentive program that more directly 
aligns management’s interests with 
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Outlook > We are truly excited about 
the opportunities before us. We are 
realistic, too, as we recognize the 
challenges that face our industry. 
Nevertheless, we believe that RBH’s 
brand portfolio and marketing expertise 
will allow RBH to capture an 
increasingly greater share of the existing 
market. RBH’s solid, if modest, brand 
share relative to its main competition 
means there is considerable potential 
for growth driven by consumer 
switching. 


We are convinced that RBH’s strategic 
plan, well-executed by a strong and 
talented management team, will lead to 
increased market share, increased 
profits, and the realization of long-term 
shareholder value. We are confident 
about the future of your Company. 


In closing, we would like to thank our 
Board of Directors for their guidance 
through the major change that has been 
the hallmark of this past year. We are 
delighted to welcome to the Board 


“We are confident about the future of your Company” 


Alan Hodge and the benefit of his 
extensive experience. On behalf of the 
Board, we extend our most sincere thanks 
to all employees for their continued 
dedicated efforts during this eventful year. 


oe 


John R. Barnett 
President and Chief Executive Officer 


=o 


The Hon. William M. Kelly 
Chairman of the Board 
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Management Team 


RBH’s senior executive team brings a wealth and depth of business experience to their 
management responsibilities, with combined experience in the tobacco industry which 
totals 187 years. 


John R. Barnett President & Chief Executive Officer 

(appointed 1998, born 1944) > Mr. Barnett joined RBH as President & CEO in 1998 and was 
appointed President & CEO of Rothmans Inc. in 1999. He was President & CEO of Molson 
Breweries from 1995 to 1998 and was President & CEO of Molson Breweries U.S.A. Inc. from 1989 
to 1995. Prior to 1988, Mr. Barnett held several senior positions with Carling O’Keefe. He is a 
member of the Institute of Chartered Accountants in London, England, and the Canadian Institute 


of Chartered Accountants. 


John E. Broen Vice President Corporate Affairs & Secretary 

(appointed 1990, born 1938) > Mr. Broen joined Benson & Hedges (Canada) Inc. in 1967, advancing 
to Executive VP in 1972. He was Vice President of Philip Morris Asia-Pacific Inc. from 1975 to 
1977, and President of Benson & Hedges from 1977 to 1978. He joined RBH in 1978 where he 
has held a number of VP positions leading to his present position. Mr. Broen has an MBA from the 


University of Western Ontario and a degree in Civil Engineering from the University of Alberta. 


Robert J. Carew Executive Vice President Corporate & Legal Affairs 

(appointed 1999, born 1944) > Mr. Carew has served as director of RBH since 1990 and of 
Rothmans Inc. since 1991. Prior to his executive appointment to RBH in 1999, Mr. Carew was a 
Partner with Smith Lyons, Barristers & Solicitors from 1978 to 1999. He has a Bachelor of 
Commerce and LL.B. from Queens University and an LL.M. from Harvard University. Mr. Carew 
was called to the Ontario Bar in 1973. 


Warren H. Finlay Vice President Operations, Leaf and Research & Development 

(appointed 2000, born 1950) > Mr. Finlay joined Rothmans in 1973 with responsibilities in Quality 
Assurance and Process Control. He has held several senior positions with the company, and was 
appointed Vice President Operations in 1988. Previously, Mr. Finlay held positions with Domtar 
Packaging and Ontario Hydro. He has an MBA from the University of Toronto and a degree in 


Industrial Engineering from Ryerson Polytechnic Institute. 
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Ronald F. Funk Vice President Sales 
(appointed 1994, born 1956) > Mr. Funk joined Rothmans in 1979 as a sales representative and rose 
through the sales department to become National Sales Director in 1990. He has a Business 


Administration Diploma from Sheridan College, majoring in Sales and Marketing. 


Dennis W. Robertson Vice President Finance & Administration 

(appointed 1986, born 1943) > Mr. Robertson joined Benson & Hedges (Canada) Inc. in 1969, 
advancing to Corporate Controller in 1978 and Vice President Finance in 1982. Mr. Robertson 
assumed Chief Financial Officer responsibilities for Rothmans Inc. in 1987 and has been a 
Director of Rothmans Inc. since 1990. Mr. Robertson has a Bachelor of Commerce degree from 


Sir George Williams University and obtained his CMA Designation at Concordia University. 


Franco A. Salituro Vice President Marketing Core Products 

(appointed 1999, born 1968) > Mr. Salituro joined RBH as Director of Strategic Planning & Market 
Research in 1997, and was appointed Director Marketing Core Products in 1999. Mr. Salituro 
was a management consultant with Bain & Company from 1995 to 1997, and a Process and Cost 
Engineer with IBM from 1991 to 1993. He has an Industrial Engineering degree from the 


University of Toronto and an MBA from the Harvard Business School. 


Jean-Pierre Suys Vice President Human Resources 

(appointed 1986, born 1943) > Mr. Suys joined Benson & Hedges (Canada) Inc. as Director of 
Personnel and Industrial Relations in 1976. Mr. Suys held positions with Kruger Pulp & Paper Ltd. 
from 1974 to 1976. He has a Master of Industrial Relations degree and a Bachelor of Sociology 


degree from the University of Montreal. 


Robert Verrall General Manager Tobacco Products Division 

(appointed 2000, born 1941) > Mr. Verrall joined Rothmans in 1960 and has held several positions 
during his 40 years with the company. He was appointed Advertising Manager in 1970, and in 
1973 became responsible for all national advertising, merchandising and promotions. He became 
National Marketing Director for RBH in 1989 and has managed RBH's Tobacco Products 


Division since 1990. 
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Strategy 


Rothmans Inc. has a very impressive track record of financial performance and 
superior long-term shareholder returns. To continue to increase shareholder value, 
the operating company, RBH must accomplish two objectives; increase market share 
and contain costs. While they present challenges to the management team — given the 
current position in the mature tobacco industry, government constraints on its ability 
to communicate with its customers and the fact that many cost saving opportunities 
have already been realized - RBH is committed to meeting these objectives. 


Market Position > RBH offers a range of well known brands that have built real 
equity with consumers. Combined, our brands command over 17% of the domestic 
cigarette market. However, this total share is divided among 10 brand franchises, 
and these brands individually have relatively small market shares. A number of our 
brands have aging consumer profiles and declining share trends. 


By contrast, RBH’s major competitor has over 


70% of the cigarette market, and its two major 
Rothmans Inc. has 
generated substantial 
shareholder returns. total industry sales. 


brands alone account for approximately 60% of 


Total Returns The regulatory environment, which effectively 
fiscal year averages, 1990/91 = 100 56 : 

bans tobacco product advertising, increases the 
Ave difficulty of convincing smokers to switch to RBH 
brands and of launching new products to increase 


market share. 
600- 


Nevertheless, RBH remains a significant 
400 competitor in a non-cyclical industry which offers 


attractive fundamentals: relatively stable consumer 


200- demand, significant barriers to new competition 


trek 300 and high margins. 


(2 on Sr a amen Coser Pa Ga em rae) 
1991 1995 2000 
Fiscal years ending March 


Cost Containment > RBH was formed in 1986 as 
a result of the amalgamation of Rothmans of Pall 


Rothmans has returned a total Mall Limited and Benson & Hedges (Canada) Inc. 
of 697% over the past decade, : 
outperforming the TSE 300 The merger of these two Canadian manufacturers, 


index - which posted a return 


of 285% thea factor of 2 combined with declining industry volumes, 
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resulted in the decision to consolidate three manufacturing facilities into the 


Brampton, Ontario and Quebec City plants, as well as to eliminate duplication in 


marketing, sales and administrative support functions. 


The result was a significant reduction in the number of employees and substantial 


ongoing cost savings. Cost saving efforts have continued throughout the 1990s, 


reducing RBH's total complement to considerably less than 50% of the pre- 


merger total. 


Further cost reductions will be tougher to 
realize, and will require creativity, sound 
management and a clear focus on the objective 
of maximizing shareholder value. 
Management is determined to achieve further 
gains in this area, as demonstrated by the 
recent substantial reduction in salaried staff. 


Management is confident in its ability to. 
successfully address the issues and challenges 
facing RBH. The following pages outline some 
of the major strategies and programs which 
are being implemented to increase market 
share, profitability and shareholder value. 


Overall Strategy > Focus is essential to 
RBH's objective of increasing market share. 
Focus is the central theme that now drives 
virtually all strategic and tactical decisions: 
Focus of resources, of initiatives and of talent 
to avoid fragmenting RBH’s efforts. RBH’s 
focus is now on core brands, key customers 
and creative marketing initiatives. This focus 
drives operating strategies throughout the 
company. 
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Recent early retirements and 
terminations have restored 
balance between RBH’s 
complement and sales volume 


declines. 
Composite Total Active 
Volume Employees 
(billions of units, bars) (line) 

~ 1,500 
16- 

- 1,200 
127 

900 
oe 

~ 600 
me - 300 

SLE ota i i 
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Fiscal years ending March 


During the past year, RBH eliminated 126 
salaried and 20 hourly positions. 
Redundancy costs of $10.7 million were 
charged to operations in 1999/00. This 
dramatic program was undertaken to 
bring the productivity of our salaried 
workforce into line with business volume 
and to reduce future operating costs. 


Strategy 


Marketing > As with any successful RBH has begun to redeploy our 
consumer goods business, marketing is marketing resources behind a smaller 
vital to RBH. Because the tobacco number of key brands which have the 
industry is so constrained by regulation, best potential for growth. RBH’s 
over the past several years efforts have priority brand is now Benson & 

been concentrated on building sales Hedges nation-wide. Regionally, 
force relationships with retailers, Belvedere has already built a 
sponsorships, and innovations in significant share in Atlantic Canada. 
products and packaging. During this Canadian Classics is growing in the 
period RBH’s aggregate market share West, and Craven A is RBH’s 


has been relatively stable, 
although some cigarette 
brands have declined for a 


KEEP YOUR EYE ON THE SKY 


number of years. 


RBH’s portfolio is currently 
skewed towards older adult 
smokers. To capture a larger 
share of adult smokers, the 
management team is focusing 
its efforts on those adult 
smokers with a higher 
propensity to switch. 


RBH will also focus on key 
brand franchises which show 
promising potential to 
increase their market share. 
RBH will focus on the most 
effective ways to provide 
products to adult consumers. 
And focus will be placed on 


smarter marketing and 


developinetrew neoduets BENSON & HEDGES srerimeriy BIFFEOERT 
Fea! Symphony of Tire SUMMER 2000 


that satisfy identified con- 


sumer needs. 
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secondary brand in Ontario and Quebec. While declining, Rothmans remains 


RBH’s single largest brand. 


One of RBH's more important new marketing initiatives is our program focused on 


bars, pubs and nightclubs. This represents a new distribution channel. Currently, 


most of these locations tend to stock competitors' products, although they have no 


exclusive agreements to do so. RBH is taking the 'first mover' initiative to gain 


exclusive distribution rights in these adult venue establishments. RBH will also apply 


strategies to develop mutually advantageous relationships with selected enterprises 


in this area as has been the case with retailers across Canada. 


Distinctly Different 


TSeeaesstast Ss ~ 


BENSON & HEDGES | = 


JRING THE 2000 SEASON 
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To augment this strategy of building 
long-term win-win relationships with 
key players in the hospitality industry, 
RBH recently acquired title sponsor 
rights to the “Business Edge” program 
from Molsons. This program has 
evolved over the past six years to offer 
goods and services to the bar and 
hospitality industry, such as satellite 
programming services and insurance at 


preferred rates. 


Development of innovative products 
continues to be an important element of 
RBH’s marketing strategy. For example, 
brand extensions have been added for 
Benson & Hedges, Belvedere and 
Canadian Classics. In fine cut, new 
Rockport tobacco sticks have been 
introduced. These are prepared portions 
of tobacco that make it easier to ‘roll 
your own’, and RBH introduced a new 
format for Belvedere tobacco. Fine cut 


Strategy 


innovations will continue but, having achieved a market leadership position in this 
segment, RBH will focus much of its new product development efforts on cigarettes 
to build share in that higher-margin segment of the market. 


RBH has been an active sponsor of a number of high-profile events such as the 
Benson & Hedges Symphony of Fire fireworks displays and the Benson & Hedges 
World Film Festival. These events contribute significantly to the economic and 
social life of the communities in which they are held. RBH plans to continue with 
selected sponsorships for as long as this makes sense in the regulatory environment. 


Sales > RBH’s sales force is vital to building and maintaining relationships with 
retailers. RBH sells its tobacco products through wholesalers to approximately 36,000 
retailers across Canada. Marketing and sales staff efficiently maintain relationships 
with retailers using a sophisticated, proprietary sales management system. 


Two thirds of the retailers account for 90% of sales. RBH is reducing the investment 
directed towards lower volume stores, and is redeploying it to those more valuable 
retail outlets. 


To help build mutually beneficial relationships, RBH has implemented a number of 
value-added strategies: The Quality Store program to maintain in-store distribution 
and visibility for RBH’s portfolio of products; Storewatch to provide retailers with 
security against theft and to reduce insurance costs; and the Retail Services Institute, 
which provides selected retailers with benefits and services such as business and 
personal insurance at preferred rates. 


Cost Containment > We expect RBH to continue to be a strong generator of free 
cash flow, and that cost reduction programs will help achieve this objective. Over 
the past several years, major upgrades to both manufacturing plants were completed 
at a total cost of $25 million, and annual capital requirements are projected to 
decrease to the $6 to $8 million range over the next several years. The Quebec plant 
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now uses modern, efficient equipment which is ideally suited to production 
requirements and which provides the flexibility needed to manufacture RBH's 
portfolio of cigarette and fine cut products. 


Management has worked hard over the years to foster a mutually beneficial 
partnership relationship with the union which represents our hourly workers at the 
Quebec City plant. As a result of this positive working climate, these employees 
ratified a five-year contract last summer which will allow RBH to operate in a stable 


manufacturing environment with reduced costs and increased management flexibility. 


During the year we took steps which will result in reducing future annual operating 
costs by $9.5 million. Twenty high-cost but low-skilled positions were eliminated 
from the Quebec City complement. On January 10th of this year, RBH reduced 126 
salaried positions across virtually every department of the company. That reduction 
represented about 20% of salaried staff and about 12% of RBH’s total workforce. 
While redundancy costs have been charged to the fiscal year just completed, 
operating cost savings will continue for the foreseeable future. 


RBH will continue to seek out opportunities to reduce operating costs, reflecting 
commitment to cost-competitiveness and increased productivity. 
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Strategy 


Additional strategies > The challenge 
of maximizing long-term shareholder 
value is clearly linked to RBH’s success 
in increasing market share and 
reducing costs. In addition to these 
fundamental imperatives, there are 
other specific initiatives which will be 
undertaken. 


consider accretive transactions within 
the tobacco industry. 


Tobacco is a heavily regulated and 
sometimes controversial business. 
But approximately six million adult 
Canadians — approximately one in 
four over the age of 19 — choose to 
smoke. RBH has a solid 22% of the 


“Management's interests are more closely aligned 


with those of shareholders” 


An incentive plan has been developed 
that ensures that management's 
interests are more closely aligned with 
those of shareholders. The previous 
plan was oriented towards the 
performance of our former parent, 
Rothmans International. An annual 
bonus program is now in place for all 
non-union RBH employees with 
payouts based on the achievement of 
corporate share and profit objectives. 
As well, an employee share purchase 
plan has recently been instituted to 
encourage all employees to become 
direct stakeholders in the long-term 
success of the Company. 


Acquisitions will be examined where 
appropriate, but we would only 
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total market and, with 78% of 
consumer demand left to attract, 
plenty of opportunity to grow and 
increase shareholder value. We 
embrace this challenge, and are 
convinced that the renewed focus on 
identified opportunities which drive 
our strategies will result in market 
share and earnings growth, and 
enhanced shareholder value. 


Operations 


Rothmans 60%-owned subsidiary RBH is Canada’s second largest tobacco 


company and manufactures, distributes, markets and sells a range of tobacco 


products across the country. 


From the company’s manufacturing facilities in Quebec City, Quebec, and 


Brampton, Ontario, RBH produces a solid portfolio of quality brands. RBH has a 


17.5% share of the cigarette market by volume and 54% of the fine cut market in 


Canada. Combined, the company’s composite market share — cigarettes and fine 


cut ~ stands at 22%. 


Marketing > RBH has a solid portfolio of brands including Rothmans, Craven A and 


Benson & Hedges. These three are among the top seven selling cigarette brands in the 


country. Together with Belvedere, Number 7, Mark Ten, Viscount, Belmont, 


Canadian Classics and Dunhill, these brands account for more than 98% of sales. The 


company owns all its brand trade-marks in Canada, except Dunhill which is licensed 


to RBH until the year 2037. 


In addition to its solid 17.5% share of the cigarette market, RBH has earned a leading 


position in the fine cut segment, commanding 54% of the market. Although a much 


Rothmans offers a well known portfolio of 
cigarette brands to Canadian smokers. 


RBH Cigarette Brand Families 


percent of total domestic plus export sales 


8.9% Belvedere 


6.1% Viscount 


5.2% Number 7 


3.2% Mark Ten 

2.7% Dunhill 

1.6% Belmont 

1.3% Canadian Classics 
1.2% Other Brands 


Rothmans, Craven A and Benson & Hedges are among the top 
selling cigarette brands in the Canadian market. RBH’s top ten 
brands account for more than 98% of total company sales. RBH 
owns all its brand trade-marks in Canada with the exception of 
Dunhill which is licensed to the company under a 50-year 
agreement signed in 1987. 
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smaller part of the total 
business, RBH also has the 
leading market share for 
pipe tobacco and a growing 


share in mini-cigars. 


Because of increasingly 
restrictive government 
regulations during the past 
few years, marketing has 
relied primarily on two 
areas: sponsorships and 
innovations in products 
and packaging. These have 
generally worked but, over 
the years, RBH has 
allocated marketing 
support behind several 


Operations 


brands and, today, the largest of them, Craven A, has about 4.5% of the market. By 
comparison, RBH’s main competitor has three main brands and its largest has more 
than 30% of the market. 


The management team is moving aggressively to make innovative use of the limited 


marketing opportunities available within the restrictions imposed by its own 


responsible marketing policies and the regulatory environment. 


RBH has established some important objectives. Overall, RBH intends to increase 


its total share of a domestic market that is expected to continue to experience 


modest declines over the next few years. It will slow the general decline in the brand 


portfolio by focusing on increasing the share of 
its most promising individual key brands and will 
focus on smarter marketing to build share. 


Market share shifts are difficult to achieve in the 
cigarette category due to high consumer loyalty 
and regulatory restrictions. Management is 
confident that the more focused strategy will 
build market share and shareholder value. 


Sales > Tobacco products are made available to 
consumers from approximately 36,000 retail 
outlets across Canada. Slightly fewer than 24,000 
retailers account for more than 90% of domestic 
market sales. A highly efficient wholesale 
distribution infrastructure is utilized which is 
serviced from public warehouses located 
strategically across the country. RBH receives 
orders from its wholesale customers from one to 
three times per week through a centralized order 
process which supports all transaction types. 


A key challenge for RBH is the large portfolio of 
Stock Keeping Units and the complexity of 
securing distribution breadth and effective 


product exposure within an expansive retail 
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RBH composite market 
share has held relatively 
steady for the past five 
years. 


RBH Market Share 


percent 


Fine Cut 


Composite 


107 


Of te oh 


1988 90 92 94 96 98 2000 


RBH has increased its share of 
the fine cut market segment 
from 20% to 54% over the past 
12 years. During the most recent 
five years, fine cut gains have 
virtually offset cigarette share 
declines, resulting in relatively 
stable composite share 
performance. 


network. RBH utilizes a sophisticated, 
proprietary sales management system to 
optimize the deployment of its sales 
force. A pen-based mobile computer, 
with greater power than conventional 
desktop technology, equips each 
member of the company’s sales force 
with access to the knowledge they 
require to target retail segments 
appropriately. 


The sales force makes more than 8,000 
in-store sales calls per week, down- 
loading market and performance data 
nightly. These tools have facilitated 
distribution achievements well in excess 
of what the company’s share of market 
would indicate, and have afforded RBH 
the opportunity to redeploy investment 
from lower volume stores to more 
valuable retail customers. 


Competition has continued to intensify 
for in-store display space. RBH designed 
schematics are currently in place in over 
12,000 retail locations with combined 
volumes that represent more than 55% 
of total industry sales. To strengthen the 
company’s relationships with these key 
retailers, RBH provides preferred clients 
with access to its proprietary Retail 
Services Institute which provides these 
selected retailers with access to goods 
and services they require at preferred 
rates. This combination of a contractual 
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relationship and value-added strategy 
serves to both strengthen the partnership 
with RBH, and to reduce the potential 
for trade payment inflation. 


Manufacturing > RBH has made a 
number of investments during the past 
decade to build a world-class, flexible 
and efficient, manufacturing and 
distribution organization. The company 
maintains a highly skilled technical 
workforce and continues to invest in 
building and machinery to remain 


Major upgrades to both 
manufacturing plants have 
been completed over the 
past several years at a total 
cost of $25 million. 


Capital Expenditures 
millions of dollars, fiscal years ending March 


16- 


Brampton Plant —_} 
and other 
investments 


Quebec Plant =| 


1991 1995 2000 


Production facilities now provide 
added flexibility needed to 
manufacture RBH’s complex portfolio 
of cigarette and fine cut products. 
Manufacturing costs are now very 
cost competitive. 


Operations 


competitive in the Canadian tobacco 
market. With the major portion of the 
equipment upgrade program now 
complete, the future focus will be on 
maintaining effective manufacturing 
capabilities through regular ongoing 


investments. 


RBH enjoys an excellent relationship 
with its plant union, the International 
Bakers, Confectionery and Tobacco 
Workers local 261-T. A five-year labour 
agreement was recently negotiated 
which further increased labour 
flexibility in return for more flexible 
working hours. RBH is in an excellent 
position to continue to manage product 
mix complexity cost efficiently, and to 
achieve continued productivity 
improvements. RBH is also poised to 
handle the increasing challenges of the 
Canadian regulatory and competitive 


environment. 


Quebec Plant 

RBH’s main manufacturing facility is 
located in the heart of Quebec City, 
which has been in that location for more 
than one hundred years. The building 
houses a modern, efficient tobacco 
manufacturing plant that produces high 
quality cigarette and fine cut products at 
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very competitive manufacturing costs. 


Production equipment and facilities in 


~ Quebec City have the capacity for 


foreseeable production requirements as 
well as for expanded production if 
required. The plant is ISO9001 
certified; RBH maintains excellent 
workplace safety and regular environ- 
mental audits confirm the company’s 
compliance in this important area. The 
plant has maintained a stable pro- 
duction cost environment despite 
volume declines and brand packaging 
proliferation imposed by government 
marking and the competitive 


environment. 


Brampton Plant 

The Brampton plant represents one of 
RBH’s key strategic strengths. Since 
the early 1980s, the plant has used the 
best technology available to produce 


“RBH enjoys an excellent relationship with its plant union 


high yield tobacco blends for use in 
cigarette and fine cut products. Con- 
tinued investments in process tech- 
nology have enabled the company to 
produce superior quality fine cut 
blends, enabling RBH to continue to 
increase its leading share in this 
segment of the market. 


Currently, the facility has both excess 
production capacity as well as surplus 
land and office space. RBH is pursuing 
opportunities to utilize the excess 
production capacity and plans to con- 
solidate the Ontario sales offices as well 
as the Leaf, Research & Development and 
Analytical Services Laboratories in the 
Brampton facility. This is expected to 
generate ongoing savings in the order of 
$500,000 per annum. 


Materials 

Tobacco represents the company’s single 
most significant annual cost at more 
than $68 million in fiscal 2000. More 
than 95% of this tobacco is sourced 
from Canada. RBH remains deeply 
committed to the operation of a sound 
and vibrant Canadian tobacco growing 
industry to ensure long-term reliability, 
supply stability and quality. These 
objectives are actively pursued through 
RBH’s membership on the Tobacco 
Advisory Committee composed of 
growers, manufacturers and 
government representatives. 


New Product Development 

The new product development group’s 
primary focus is the development of 
superior new products based on 
innovations which meet identified 
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market needs. RBH’s primary focus is 
on the application of technical 
developments to its priority cigarette 
brands. The company also maintains a 
watching brief to keep abreast of global 
tobacco market developments. 


Analytical Support Services 
Independent laboratories are focused on 
providing analytical support services to 
RBH’s manufacturing, purchasing, and 
product development efforts. They are 


“Development of superior new products based on innovations” 


also heavily involved in the onerous and 
expanding testing requirements 
mandated by both federal and 
provincial levels of government, which 
draw increasingly on company 
resources. 


Information Technology 

Management views information 
technology as a core, enabling com- 
ponent within its full range of business 
processes. Information technology 
architecture has been continuously 
upgraded over the past several years. 


RBH has developed a proprietary Sales 
Environment Management System 
(SEMS), a state-of-the-art strategic tool 
provided to RBH’s sales representatives 
to significantly enhance information 
gathering, analysis and overall 
productivity. 


Operations 


RBH has implemented certain 
components of Systems Applications 
and Procedures (SAP) with the plan to 
migrate all of its financial systems to a 
modern, integrated Enterprise Resource 
Planning (ERP) system. Increased 
efficiencies and information visibility 
across the enterprise have produced 
clear benefits. A review of potential 
advantages of pursuing SAP config- 
uration for non-financial functions is 
planned for the coming year. 


Human Resources 

RBH’s senior management team has an 
average of 19 years of tobacco industry 
experience. This team is supported by a 
stable and committed workforce made 
up of 494 salaried and 342 hourly 
employees. The organization is 
structured to be flexible and responsive 
to changes in the business environment. 


The company aims to foster an 
environment which supports open 
communications and the ability to 
attract and retain talented employees 
and challenge them to perform and 
grow to the best of their abilities. 
Compensation is competitive and 
rewards individual and group 
contributions to the achievement of 
profit and market share objectives. 
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Short and long-term incentive plans are 
designed to reward management for 
attaining specific results that are linked 
to shareholder interest. 


Management development programs 
and succession plans are in place to 
ensure that employees are developed to 
their full potential and that a pool of 
management talent is developed for the 
future. A Vision Plus program rewards 
employees for generating creative 
business ideas with potential to 


“The ability to attract and retain talented employees” 


improve business results. The RBH 
Business Tour is a program that aims to 
improve employees’ knowledge of every 
aspect of the business as well as 
facilitating internal networking and 
team building. 


Distribution > RBH’s plants produce 
and package more than 11.3 billion 
cigarettes and equivalents annually. 
These finished goods are shipped 
directly from the plant in Quebec City to 
public warehouses located in 
Dartmouth, Montreal, Toronto and 
Calgary. From there, they are distributed 
to wholesalers and to 36,000 retail 
outlets across Canada. Over the years, 
RBH has developed a strong reputation 
for its management of this logistical 
challenge. In order to build on customer 


relationships and maintain high service 
levels, the sales order desk has been 
centralized within the logistics group 
located at the Toronto head office. 


Tobacco Products > 

Cigarettes 

Although almost 99% of RBH cigarette 
sales come from 10 brand names, and 
the company is continuing to narrow its 
brand focus, it produces 140 different 
cigarette products in different sizes, 
strengths and package formats. 


Cigarettes make up 71% of RBH sales 
by volume but, as higher-margin pro- 
ducts, they account for about 80% of 


net revenues. 


In fiscal 2000, RBH’s share of the 
Canadian cigarette market was 17.5%. 
RBH recognizes it must halt long term 
erosion of its cigarette market share and 
has taken positive steps in this regard. 


“Almost 99% of RBH cigarette sales come from 10 brand names 
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Fine Cut Products 

RBH continues to lead the industry in 
fine cut volume, with sales of 3.3 billion 
equivalent sticks in fiscal 2000, and a 
market share of 54%. 


New product innovations such as the 
Mark Ten and Number 7 Presto Pak, 
along with RBH’s top quality high yield 
tobacco Super Tubs and Pouches, have 
enabled RBH to stave off competitive 
new product entries and intensive retail 


promotions. 


While fine cut margins are lower than 
those of tailor-made cigarettes, the 
company’s ability to increase fine cut 
sales by 330 million equivalent sticks in 
1999/00 has enabled it to maintain 
margin contribution despite the higher 
relative cost of the newer high yield 
tobacco products. 


RBH’s continuing policy of providing 


LA 


roll-your-own smokers with the best 
quality and value through product 
innovation should ensure that the 
company maintains leadership of the 
fine cut category in the coming year. 


Operations 


Imported Pipe Tobacco 

Although RBH accounts for 50% of all pipe tobacco sold in Canada, it is one of the 
company’s smallest categories, accounting for less than 1% of RBH volume. The 
excellent selection of world class pipe tobaccos, including Captain Black, Sail, and 
Erinmore, offer a variety of tastes to pipe smokers. 


The pipe tobacco category is projected to continue to decline in volume at 5% 
annually, due in part to increasing restrictions as to where smokers are able to enjoy 
a pipe. This reality could lead to industry consolidation in this area. 


Cigars 

Expanded national distribution of Captain Black Mini Tipped ‘pipe tobacco’ cigars 
helped drive volume of the cigar business up 50% to 18.5 million units in fiscal 
1999/00, a 20% share of the target category. As with the company’s other imported 
products, Captain Black cigar margins are subject to currency exchange rates. With 
ongoing rights to this cigar line in Canada now secured, RBH intends to build from 
this solid base volume. 
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Legal and Corporate Affairs 


Wi The legal and corporate affairs 


environment represents a significant 
challenge facing the tobacco industry 
worldwide, RBH included. 
Developments in this area over the past 
two years have had a significant impact 
on the market value of publicly traded 
tobacco companies, independent of 
current business performance, with a 
number of major international tobacco 
stocks losing more than half their 
market value. Obviously, lawsuits and 
other actions against the industry have 
had a significant impact on investors' 
current perception of the value of 


tobacco shares — here in Canada and 
worldwide. Rothmans shares have been 
affected by litigation in the United 
States, although we operate in a 
different economic and legal system. 


Government legislation and regulation 
represents another area of difficulty for 
the industry, at times imposing 
significant costs with little or no value to 
society. In this area, the industry's 
constitutional challenge to the federal 
Tobacco Act is proceeding, but at a 
slower than acceptable pace. Legal and 
legislative initiatives within the industry 
are by nature protracted matters which 
demand sound and realistic responses, 
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appropriate resources and a great degree 
of patience. 


In this challenging environment, 
RBH's Legal and Corporate Affairs 
Department has a wide-ranging 
mandate to coordinate our initiatives 
and responses to the difficult 
environment created by governments, 
and to achieve the following objectives: 


1. Coordinate responses to proposed 
government legislation, regulations and 
other interventions, working with and 
through the industry association where 
appropriate. 


“A significant challenge facing the tobacco industry worldwide 


2. Work towards the enactment of 
common sense legislation and 
regulations by governments which have 
a reasonable chance of helping achieve 
legitimate social and policy objectives 
while minimizing unnecessary costs to 
the industry and infringement of 
constitutionally protected freedoms. 


3. Ensure strict compliance with 
relevant legal and regulatory 
requirements. 


4. Vigorously defend the Company and 
RBH against spurious or invalid legal 
actions, and seek redress for serious 
abuses of the legal process. 


W 


Our Views On Industry Issues 


Wi Tobacco is a legal consumer product. However, considerable controversy exists regarding 


the manufacture and sale of these products, despite their legal status. Our views on several 


of these issues are summarized below. 


Governments are the senior 
financial partners in the Canadian 
tobacco industry. 


Cigarette Retail Prices 
dollars per 25 pack 


$6.73 
i 
{ 
$4.27 i Governments 
i $4.55 
| 67.6% 
Governments — 
| $2.32 
| 54.3% | 
Industry Industry 
$1.95 Sec18 
45.7% : 32.4% 
Ontario British Columbia 


In March, 2000, a representative pack of 
cigarettes retailed for $4.27 in Ontario. Of this, 
federal and provincial taxes including sales 
taxes comprise $2.32, or 54.3% of the cost to 
the consumer. The remaining $1.95, less than 
46% of the total, is divided among all other 
industry partners including tobacco farmers, 
manufacturers, suppliers of materials and 
services, wholesalers, retailers, tobacco 
industry employees and providers of capital. 


In high-tax provinces, governments’ share of 
the purchase price is even larger. In British 
Columbia, for example, cigarettes cost $6.73 
per pack, 58% higher than in Ontario. Taxes 
comprise $4.55, 67.6% of the retail price. Since 
manufacturers’ prices to wholesalers are 
identical across Canada, the slightly larger 
industry amount in B.C. ($2.18 versus $1.95 in 
Ontario) represents higher wholesale and retail 
margins. Taxes and therefore prices are highest 
in Newfoundland. In that province, taxes 
comprise 70.3% of the retail price of a pack of 
25 cigarettes. 


Tobacco taxes > Taxes on most goods, including tobacco, have become an 
accepted part of our society. Tobacco taxes, however, constitute up to 70.3% 
of the purchase price of each package of cigarettes. Last year, federal and 
provincial governments collected tobacco taxes which totaled eight to ten times 
the combined after-tax profits generated by the industry. 


Although the tax burden on tobacco products is already particularly high, RBH is 
not opposed to disciplined and gradual increases in tax rates on the products it 
manufactures and distributes. The key to maintaining the significant government 
revenues remitted from tobacco sales is to continue responsible and acceptable levels 
of taxation. Large or sudden increases to current high tax levels lead to product 
smuggling, which has plagued the industry in times of excessive rates of increases 
in the past. Canada needs to maintain marginally favourable tax differentials 
relative to competing sources of product from the United States and offshore. 


Tobacco smuggling > Rampant tobacco smuggling into Canada took place 
in the early 1950’s and the early 1990’s, on both occasions as a direct result 
of exorbitant and unsustainable tax increases. In both instances, the problem 
was resolved by tax rollbacks. 


Rothmans has consistently opposed tobacco smuggling and, notwithstanding 
allegations to the contrary which have surfaced from time to time over the past 
ten years, has never been involved with the smuggling of tobacco products. In 
fact, Rothmans has worked diligently to help governments deal more effectively 
with the cross border trade in tobacco products. The Wall Street Journal has 
reported that, worldwide, some 350 billion cigarettes are thought to be 
smuggled annually, and that governments lose an estimated US $16 billion in 
revenue as a consequence. The key to minimizing the black market is to ensure 
that tax policy reflects a balance between the desire to tax tobacco products at 
a high level and the financial constraints on the consumers of those products. 
In particular, tax policy must recognize the need to avoid sudden large tax 
increases, and the need to accommodate lower income consumers via 
differentiated taxation on fine cut and tobacco stick products. 
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Health issues > That there are health risks associated with smoking has been widely 


known for decades. We acknowledge these risks and believe that the choice to smoke should 


be made with full awareness of such risks. Information on these risks is widely available 


and warnings are prominantly displayed on every tobacco product package. 


Tobacco and youth > Rothmans 
is adamantly opposed to smoking 
by those under the legal age. We 
strongly believe that smoking 
should be an adult behavior 
restricted to those who choose to 
smoke, knowing the associated 


health risks. 


RBH’s responsible marketing 
practices are designed only to 
encourage adults who have already 
chosen to smoke to select RBH 
products rather than those of a 
competitor. We do not market to 
individuals under legal age. 


RBH recognizes and supports the 
government’s role in ensuring that 
individuals below the legal age do 
not have access to tobacco 
products. Accordingly, RBH 
supports, with financial and other 
resources, programs designed to 
control access to tobacco at the 
retail level. The most widespread of 
these programs is Operation I.D., 
designed to encourage retailers to 
ask customers for proof of age 
identification. 


Regulatory and legal environment > 
Canada's tobacco industry faces 
some of the most stringent 
restrictions in the world, from a ban 
on advertising to onerous corporate 
reporting and widespread 
prohibitions on smoking in public 
venues. As a result of recent 
restrictions, tobacco companies will 
be barred from advertising brand- 
related sponsorships by 2003. This 
is clearly a loss for everyone, the arts 
and sports communities that stage 
the events, the public who attend, 
and the merchants and communities 
that benefit from tourists attracted 
by these high-profile events. 


We are not opposed to reasonable 
restrictions, but appropriate limits 
need to apply. 
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Litigation > The shareholders of 
tobacco companies worldwide have 
seen the value of their investment 
reduced by fears of litigation in the 
United States. It is important to 
understand that the Canadian 
economic and legal environment is 


different from the U.S. 


High levels of regulation and 
taxation already make the federal 
and provincial governments the 
senior financial partners of the 
tobacco industry in Canada. 
Government-initiated litigation 
relating to health care cost recovery 
is ill-founded and improper. 
Rothmans and RBH will vigorously 
defend against such litigation. 


Health Canada has recently 
introduced proposals which 
threaten expropriation of a major 
area of the package surface area, 
and incorporate graphic health 
warnings in colour designed to 
shock rather than inform. RBH will 
fight this proposal for what it is, 
confiscation of trade-mark equity. 


“Rothmans 1s now 


a widely held, 
Canadian public 
company” 


Management's Discussion and Analysis 


Management’s Discussion and Analysis of Financial Conditions and Results of 
Operations, or MD&A, provides shareholders with a review of significant development 
in the Company’s financial performance in the fiscal year ended March 31, 2000 
compared with the previous year. It also discusses factors that could affect future 
performance. This discussion involves risks and uncertainties that may cause actual 
results to differ materially from those expressed or implied. 


Throughout this MD&A, “Rothmans” and “the Company” refers to Rothmans Inc., 
“RBH” and “the company” refers to “Rothmans, Benson & Hedges Inc.”, the operatin; 
company 60%-owned by Rothmans Inc. and “EBITDA” refers to earnings before 
interest, taxes, depreciation and amortization and is a key measure of the Company’s 
financial performance. 


The key factors discussed in the MD&A include: 


e Increased revenue and net income for fiscal 2000 at RBH and Rothmans before 
one-time charges for cost reduction initiatives 


e Increased composite market share 
e Significant steps in cost containment at RBH 
e Increased cash flow at RBH 


¢ Developments in the regulatory and legal environment 


The Company > The business of Rothmans is the manufacturing, marketing and sales 

of tobacco products for adult Canadians, through its 60%-owned operating subsidiary 
Rothmans, Benson & Hedges Inc. The remaining 40% of RBH is owned by an affiliate 
of Philip Morris Incorporated. Effectively, the results of Rothmans reflect those of RBH 
after minority interest plus income generated by the Company’s cash reserves offset by 

the costs associated with Rothmans being a public company. 


RBH is the second largest tobacco company in Canada with 22% composite share of th 
market and a dominant position in the fine cut segment. 


Following a secondary offering by British American Tobacco p.l.c. of its 71.2% interest 
in the Company, completed on February 11, 2000, Rothmans is now a widely held, 
Canadian public company and the only public company with interests exclusively in the 
Canadian tobacco industry. Its shares are listed on The Toronto Stock Exchange under 
the symbol ROC. 
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Industry Overview > The Canadian tobacco industry presents a relatively 
stable environment with gradually declining composite volumes. Over the next 
three years, total composite volumes are expected to continue to decline at an 
average annual rate of approximately 1.2%. 


RBH estimates that there are approximately six million Canadians over the age 
of 19 who choose to smoke. This total has also been relatively constant over the 


Industry volume has 
remained relatively stable 
for the past eight years. 


Composite Industry Volume 
billions of units, fiscal years ending March 
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Composite industry volumes 
declined at an annual rate of 3.3% 
in the decade following the peak 
reached in 1982. Since 1992 - 
two years before the tobacco tax 
rollbacks implemented in February 
1994 - total volume has remained 
comparatively steady, with recent 
signs that the decline trend has 
resumed, but at a more moderate 
rate. 


Fine cut products peaked at 16.1% 
of total industry volume in 1992, 
and have since declined to 11.9%. 
Despite lower rates of taxation, fine 
cut products have not grown at the 
expense of cigarettes. 
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past decade with population increases 
offsetting a declining rate of smoking 
incidence. 


In part, the stability of the Canadian 
tobacco industry can be attributed to the 
current regulatory environment. The ban 
on advertising increases the difficulty of 
introducing new products. Proposed 
government health warnings on packaging 
as well as product testing and reporting 
requirements impose a high cost of 
compliance. These barriers to entry 
effectively preclude international 
competition in the Canadian market. 


In addition, competition based on price 
has been rendered ineffective by tobacco 
taxes which far exceed production costs 
and manufacturers’ margins. Tobacco 
taxes account for as much as 70.3% of the 
consumer’s cost of a package of cigarettes. 
This means, for example, that even a 20% 
reduction in the manufacturers’ net selling 
price to wholesalers would reduce 
consumer prices by only 5.0% ina high 
tax jurisdiction such as British Columbia. 


Management’s Discussion and Analysis 


Rothmans Inc. Results > Rothmans Inc. consolidated sales, net of excise duty and 
taxes, for the year ended March 31, 2000 were $533.2 million, a slight increase 
from the previous year. 


After the one-time charges for downsizing taken by RBH in fiscal 2000, the 
Company’s consolidated earnings for the year totaled $63.5 million, $1.1 million 
lower than the previous year. Earnings per share after giving effect to a six-for-one 
share split in February 2000, were $1.92 for 

the year compared with $1.95 for fiscal 1999. 


Even with recent downsizing 
costs, Rothmans earnings 


million was lower than the previous year’s $2.4 have more than doubled 
since the RBH amalgamation. 


Investment income from cash reserves at $1.7 


million. This was the result of lower average 
cash balances reserves which were affected by Rothmans Inc. Net Income 
the full year impact of the special $2.83 per pa a ae =e 
share dividend paid out in the latter half of 


fiscal 1999. 


2.1 times 


Corporate costs at Rothmans were sub- increase 


stantially the same as the previous year, 
increasing by 1.4% —anincreaselower #8 j§© | (eueeeeeueeemme Be 
than inflation. 


Income taxes expense decreased to 
$80.4 million in fiscal 2000 from 
$80.5 million in 1999 and minority SEGUE SONS Dae 


‘ pos 1988 90 92 94 96 98 2000 
interest decreased to $42.7 million from 


$42.8 million in fiscal 1999. Consolidated net income for 
Rothmans Inc. grew from $30.4 


: ne million in 1987/88 to $63.5 million 
The Company paid dividends of $1.00 per in 1999/00 including recent salaried 


share, post-split, during the year. redundancy costs. Without this one- 
Be Dive 8 y time charge, net income would have 


increased to $67.2 for the year, with 
annual earnings growth amounting to 
6.8% over the past 12 years. 
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Operating Company Results > Net sales for Rothmans, Benson & Hedges Inc. 


at $533.2 million were marginally higher than the previous year despite lower total 
shipments. Higher selling prices more than offset lower overall unit sales as well as 
a shift in product mix towards fine cut products. 


Year ended March 31 (in millions of dollars) 2000 1999 
Sales, net of excise duty 

and taxes $533.21) $°532:9 
Total costs $346.1 $ 345.1 
Earnings before income taxes $187.1 $ 187.8 
Net earnings for the year $106.7 $107.0 


During fiscal 2000, RBH increased its 
composite market share to 22%. The 
company’s share of fine cut tobacco products, 
which account for 29% of its volume and 
19% of its revenue, increased to 54%. RBH 
also slowed the decline in its share of the 
cigarette market which stands at 17.5%. 
Cigarettes account for 71% of RBH’s volume 
and 79% of revenues. 


RBH has made concerted efforts to reduce 


costs in the face of declining overall volumes. 


Total costs, at $335.4 million, excluding 
downsizing costs, were substantially lower 
than the previous year’s level of 

$345.1 million, with costs reduced by 2.8% 
compared to fiscal 1999. 


31.Rothmans Inc. Annual Report 2000 


RBH revenues have increased 
despite decreasing volumes. 


Net Revenue 
$ millions, line 


Sales Volume 
billions of sticks, bars 
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Since fiscal 1988, composite RBH sales 
volume has declined at a compound 
annual rate of 3.4% due to diminishing 
industry volumes, decreasing market 
share and a shift in product mix 
towards lower-priced fine cut products. 
Despite this, net sales revenues have 
grown by 2.1% per year over the period. 


Management's Discussion and Analysis 


During the fiscal year, RBH cut $9.5 million from its annual operating costs 

through the reduction of 146 positions throughout the company, including 

126 salaried jobs announced January 2000. The full cost impact of the employee 

reductions ($10.7 million) is reflected as a one-time charge in the results of the 

2000 fiscal year. These steps were undertaken to restore productivity levels to our 
salaried workforce ratio and will affect 


future costs favourably, helping to protect 
Earnings from operations 


reached a record high in the the jobs of current employees and increase 


past year. returns to shareholders. 

RBH Net Income As part of its long-term cost reduction 
TILE SSEMEG IS approach, RBH continued to invest in 
1255 Impact of salaried 


upgrading its machinery and equipment for 


Tot increased efficiency. All major capital 


downsizing costs 


100- projects are approved on the basis of 
providing a return on investment which is 
(Ne greater than a defined threshold, or on the 


basis of providing a strategic advantage in 


the marketplace. The modernization of the 
Quebec plant was substantially completed in 
fiscal 2000, and capital investment for fiscal 
2000 declined to $8.1 million from 

$15.3 million in fiscal 1999. Expenditures 
are expected to return to historical levels in 


1988 90 92 94 96 98 2000 
Fiscal years ending March 
the years ahead. 

RBH net income before one-time 
redundancy costs grew to $112.8 million 
in 1999/00, 259% above the $43.5 million 
generated in the operating company’s first 
full year of operation. Including recent 
downsizing costs, net income for the year 
amounted to $106.7 million, within 
$0.4 million of the profit generated the 
previous year. 
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Over the past seven years, 
RBH’s EBITDA margin has 
averaged 36.5%. 


EBITDA Margin EBITDA 
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Fiscal years ending March 


EBITDA represents earnings before 
interest, income taxes, depreciation and 
amortization. This measure has become 
an important measure of financial 
performance. 


Since 1987/88, EBITDA has grown at a 
compound annual rate of 6.6%. 
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After the one-time redundancy costs of 
$10.7 million for downsizing, pretax income 
for the year was $187.1 million, less than 


0.4% below the $187.8 million generated in 
the previous year. 


Efforts continue to further lower operating 
costs for future years. Among the initiatives 
taken, the Ontario Sales team as well as the 
Leaf, Research and Development department 
will relocate from rented premises to the 
Brampton factory, which currently has 
unutilized space. This move is expected to 
result in annual savings of $500,000 per 


annum. 


During fiscal 2000, RBH improved its 
EBITDA margin by 5.5% to 38.2%, before 
downsizing costs, from 36.2% in the 
previous year. 


Management’s Discussion and Analysis 


Liquidity and Capital Resources > 


Cash flow 

RBH’s operations generate significant 
cash resources, sufficient to fund its 
capital expenditures and the payment 
of dividends to Rothmans that are 
passed on to the Company’s 
shareholders. 


RBH continued to generate significant 
cash from operations of $122.5 million 
in the fiscal year. 


Cash resources 

Cash and short-term investments of 
$61.7 million and borrowings of $49.2 
million represent a mix of cash reserves 
in Rothmans Inc. and short-term 
borrowing by Rothmans, Benson & 
Hedges Inc. respectively. RBH has a 
commercial paper program, rated at 
R-1 (low) for short-term and A (low) 
for long-term, which are among the 
higher investment ratings by Dominion 
Bond Rating Service. 


Cash management is conducted under 
strict rules, which do not allow co- 
mingling of investments and 
borrowings of the two companies and 
forbid the use of financial instruments 
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for speculative purposes. The treasury 
policy allows usage of forward 
contracts to hedge against known 
exposure with respect to commonly 


used foreign currencies. 


The after-tax performance 
of Rothmans investments 
is very favourable. 


Investment Returns 
monthly, percent 


0 
1996 1997 1998 1999 2000 
March 


Rothmans Inc. invests surplus 
funds in conservative vehicles 
with relatively high yields. 
Over the past four years, 
Rothmans after-tax 
performance has surpassed the 
Canadian three-month treasury 
bill rate by 44 basis points on 
average. 


Dividends 

Total dividends paid during the year 
amounted to $33.1 million or $1.00 per 
share, compared with $126.7 million or 
$3.83 per share in fiscal 1999 which 
included a regular dividend of $1.00 per 
share and a special dividend of $2.83 
per share. 


Sufficient funds are generated from 
operations to capitalize on strategic 
investment opportunities for 
increased market share and 


profitability. Since 1987/88, surplus 
funds have been returned to 
shareholders through increases in the 
regular dividend rate combined with 
a series of special dividends. The 
largest of these was paid in June 1987 
following the sale of the Company’s 
interest in Carling O’Keefe Limited. 


Dividends to preferred shareholders 
continued until all outstanding 
preferred shares were redeemed in 1992 
at a cost of $22.6 million. 


Rothmans shareholders have received a high dividend 
yield over the past 13 years. 


Regular dividends have 
increased from $0.27 per 
share in 1987/88 to $1.00 
240 - per share in 1999/00, 

r with total regular 
dividend payments 
increasing from $8.8 
million in 1987/88 to 


Dividend Payments 
millions of dollars, fiscal years ending March 
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Special Dividends 
(white bars indicate 


180-|| regular dividends) $33.1 million in 1999/00. 
Combined dividends paid 
over the past 13 years 

total $845 million, or 

120 -| 


$25.54 per share. 
Dividend yield has 
averaged 12.5% over the 
period. 


As of March 31, 2000, 
Rothmans Inc. surplus 
funds, which include cash 
and short-term 
investments, have grown 
to $61.7 million. 


60 -| 


0 
1988 90 92 94 96 98 2000 


35.Rothmans Inc. Annual Report 2000 


Management’s Discussion and Analysis 


The Company expects that cash from 
RBH’s operations combined with 
existing credit facilities and the 
commercial paper program will 
continue to be sufficient to meet 
financing needs of the business during 
the fiscal year 2000. 


The Company has a strong balance 
sheet with no long-term debt, and 
therefore has the opportunity to 
consider adding leverage in order to 
increase shareholder returns. 
Acquisitions which strengthen 
Rothmans position in the tobacco 
industry may be considered. 


Normal Course Issuer Bid 

On February 1, 2000 the Company 
obtained approval from The Toronto 
Stock Exchange to proceed with a 
normal course issuer bid to purchase up 
to 1,653,000 Common Shares during 
the 12-month period commencing 
February 3, 2000. Under this provision, 
the Company may, from time to time, 
purchase shares in the market when it 
believes such a use of surplus cash is in 
the best interest of shareholders. Any 
shares purchased under the bid will be 
cancelled. As of May 11, 2000, the 
Company had not acquired any shares 
under this plan. 
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Future Impact of New Accounting 
Pronouncements > Effective with the 
fiscal year commencing on April 1, 
2000, Rothmans will adopt the 
provisions of the new Canadian 
Institute of Chartered Accountants 
(“CICA”) handbook section 3461 
“Employee Future Benefits” and section 
3465 “Income Taxes”. 


Employee Future Benefits 

The new provisions include a 
requirement that the discount rate used 
to determine the accrued defined benefit 
pension obligations must be based on 
market rates for long-term debt 


“A strong balance sheet with no long-term debt” 


instruments, which is lower than the 
rate currently used by the Company. 
Based on the current market value of 
pension plan assets and existing 
unrealized actuarial gains, offset in part 
by current discount rates and other 
assumptions, the prospective 
implementation of these new 
accounting rules relating to Employee 
Future Benefits, will result in an 
estimated future benefit of 
approximately $25 million which will 


be amortized to earnings on a straight- 
line basis over the average remaining 
service period of active employees 
expected to receive benefits. 


Income Taxes 

In accordance with the provisions of the 
new CICA handbook relating to Income 
Taxes, future income taxes must be 
recorded on the differences between the 
accounting carrying values of balance 
sheet assets and liabilities and the tax 
cost bases of these assets and liabilities. 


Risk Management > Rothmans 
recognizes risk as any factor that affects 
RBH’s ability to achieve its strategic 
goals. Risk management is strategically 
important and is, therefore, being 
integrated into the business decision 
process with other elements that impact 
the continuity of the business and, 
ultimately, shareholder value. RBH is 
replacing its traditional risk manage- 
ment process, in which individuals had 
implicit responsibilities to manage risks 


“Risk management is strategically important” 


The required retroactive implementa- 
tion of these new accounting rules, 
without restatement of prior year’s, 
relating to income taxes will result in a 
non-cash one-time favourable adjust- 
ment to retained earnings of approx- 
imately $1 million. 


The adoption of these new accounting 
rules is not expected to have a material 
impact on our future earnings. 
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within their own areas and focused on 
the physical risks in the form of 
insurance against the loss of physical 
assets of business and any resulting loss 
of profits. This segregated approach is 
being replaced by a consistent culture of 
organizational risk management in a 
much broader sense throughout the 
enterprise. The initiative will improve 
RBH’s ability to react rapidly as well as 
to manage its overall risk reduction 
efforts more effectively. This 
recognition and the resulting need to 
coordinate risk management efforts at a 
senior level has led to the establishment 
of a Risk Management Committee 
within RBH. 


Management's Discussion and Analysis 


In a parallel exercise, an enterprise- 
wide risk management audit was con- 
ducted. This effort took the form of a 
‘Risk Grid’ which identified business- 
critical risks and cross referenced them 
against insurance coverage and a 
specific loss mitigation strategies. 


Year 2000 Issue 

RBH did not experience any business 
interruptions in its information systems 
upon arrival of the year 2000. A cross- 
functional team coordinated by the 
Director of Millennium Compliance 
began working on this project in 1997. 
During the subsequent three years, this 
team completed an extensive inventory 
of systems and procedures to determine 
Year 2000 compliance status and 
requirements. Two crucial integration 
tests encompassing all computer 
applications and services were con- 
ducted satisfactorily in August and 
November 1999. We believe that sound 
methodology coupled with first class 
internal support were the key factors in 
ensuring a successful transition into the 
year 2000. Costs, excluding manage- 
ment time, attributed to the Year 2000 
initiative totaled $5.4 million, $70,000 
lower than projected. 
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While no transitional disruptions have 
been experienced, there can be no 
assurance that RBH will not encounter 
any business interruptions as a result of 
the Year 2000 issue. In addition, there 
can be no assurance that third parties 
with whom RBH interfaces have not been 


“No transitional disruptions have been experienced” 


and will not in the future be adversely 
affected by the Year 2000 issue. 


Tobacco Taxation 

Tobacco products manufactured and 
sold in Canada are subject to significant 
sales and excise taxes and duties levied 
at the federal and provincial levels. 
Currently, these taxes vary considerably 
and represent approximately 54% to 
70% of the retail selling price of 
cigarette products sold in Canada, 
depending upon the jurisdiction. Taxes 
on fine cut products vary similarly, 
although at lower rates. These taxes 
have increased moderately since 
February 1994, when a tax rollback at 
the federal level and in certain 


“Taxes 


provinces-was instituted in order to 
address international smuggling of 
tobacco products into Canada. Inter- 
national smuggling was prevalent in the 
period of higher sales and excise taxes 
prior to the rollback. Currently, export 
tax legislation effectively limits sales by 
Canadian manufacturers to export 
markets to current levels which 
represent approximately 2.7% of total 
shipments. Any significant increases in 
tobacco product taxation rates at the 
federal or provincial level could be 
expected to lead to increases in 
international and/or inter-provincial 
smuggling activities. 


adversely affect demand for fine cut and 
pre-portioned tobacco stick products. 


The federal and provincial governments 
may be considering restoring sales and 
excise taxes imposed on the manu- 
facture and sale of tobacco products to 
levels similar to those which existed 
prior to February 1994. RBH believes 
this would be a serious mistake with 
adverse consequences to both the 
industry and governments. Restoring 
such taxes or imposing additional taxes, 
levies or fees could adversely affect 
RBH’s sales and operating income. In 
addition, changes in federal or pro- 
vincial taxation policies that result in 


vary considerably and represent approximately 
54% to 70% of the retail selling price” 


Tobacco taxes vary considerably 
between tailor-made cigarette products 
and fine cut or loose tobacco products. 


Consumer demand for fine cut products 
including pre-portioned tobacco stick 
products is highly dependent upon the 
lower rates of sales and excise taxes 
imposed on these products compared to 
cigarettes. Accordingly, any changes in 
government taxation policy which reduce 
the differences in taxation rates between 
those categories can be expected to 
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fine cut and pre-portioned tobacco stick 
products being taxed at higher levels 
would make those products unattrac- 
tive to consumers and also have an 
adverse effect on RBH’s sales and 
operating income. 


Management's Discussion and Analysis 


Regulatory Environment 

Canada is one of the most regulated 
environments in the world for the sale 
and promotion of tobacco products. 
Restrictive legislation governing 
virtually all aspects of tobacco product 
sales and promotion has been imposed 
by federal, provincial and municipal 
governmental authorities in Canada. 
This legislation, which effectively 
prohibits the direct or indirect 
promotion of tobacco products, also 
mandates the display of health 
warnings on tobacco product pack- 
aging, currently severely restricts (and 
will eliminate) sponsorships by 
tobacco product manufacturers, and 
requires reporting of prescribed 
information concerning tobacco 
products and their ingredients and 


emissions. 


Government legislation also prohibits 
sales of tobacco products to persons 
under the age of majority, restricts the 
display of tobacco products by 
retailers, requires tobacco retailers to 
post prescribed signage relating to 
tobacco products and restricts or 
prohibits smoking in the workplace 
and other environments. 
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Legislation enacted in British 
Columbia, although not yet pro- 
claimed in force, requires licencing and 
payment of a licencing fee by tobacco 
manufacturers whose products are sold 
in the province. 


The Government of Canada recently 
introduced new regulations under the 
Tobacco Act (Canada) to further 
regulate tobacco products and tobacco 
product manufacturers which are 
expected to come into effect in 2000. 
The proposed Tobacco Products 
Information Regulations prescribe up 
to 16 new health warnings to be 
displayed on tobacco product packages 
and increase the area allocated to such 
health warnings to 50% of the 
principal display surface of most 
tobacco product packages. These 
proposed regulations also require 


“The Government of Canada recently introduced new regulation: 


tobacco product manufacturers to 
display additional information 
concerning the constituents and 
emissions from tobacco products on 
the sides of most tobacco product 
packages and to display prescribed 
health information messages on the 
inside of the packages or on a leaflet 
included in the package. 


“Restrictive 
legislation and 
regulations... 

has proliferated in 
recent years” 


The proposed Tobacco Reporting 
Regulations significantly expand the 
current reporting requirements for 
tobacco product manufacturers and 
require, for example, 
detailed reporting to Health 
Canada regarding the 
components and 
constituents of tobacco 
products and their emissions, 
sales and distribution of 
tobacco products and 
tobacco product accessories 
and research activities undertaken with 
respect to tobacco products. These 
proposed regulations also impose 
additional reporting requirements for 
tobacco product manufacturers 
regarding permitted promotional and 
sponsorship activities. 


Restrictive legislation and regulations 
enacted by all levels of government 
has proliferated in recent years and 
limits the ability of RBH to compete 
for market share and adds significant 
costs to RBH’s operations in terms of 
both increased expenses and reduced 
operating efficiencies. If RBH is 
unable to effectively market its 
products and compete for market 
share, or if the costs of compliance 
with government legislation and 
regulation cannot be absorbed 
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through increased selling prices for its 
products, RBH’s sales and operating 
results will be adversely affected. 
Litigation 

The federal legislation currently in 
force, the Tobacco Act, was enacted in 
April 1997 following a successful 
challenge (decided in 1995 by the 
Supreme Court of Canada) by the 
industry of the constitutional validity 
of many provisions of predecessor 
legislation, the Tobacco Products 
Control Act, enacted in 1989. The 
industry is currently challenging the 
constitutional validity of the Tobacco 
Act and, while this action is pro- 
ceeding, legal arguments have yet to 
be heard by the courts. 


The Government of Canada has 
recently filed a lawsuit in the United 
States Federal Court against another 
Canadian tobacco products manu- 
facturer and the Canadian Tobacco 
Manufacturers Council — the CTMC - 
to recover unspecified actual and treble 
damages for lost taxes and enforcement 
costs allegedly suffered as a result of 
the illegal smuggling into Canada of 
tobacco products, punitive damages 
and to compel the defendants to 
disgorge the proceeds of such activities. 


“RBH believes 
such actions 
would be ill 


founded” 


Management’s Discussion and Analysis 


The CTMC is a non-share capital 
corporation incorporated under the 
laws of Canada, the members of which 
are the three major Canadian tobacco 
product manufacturers including RBH. 


Such illegal smuggling is alleged to 
have commenced in the early 1990s, 
co-incident with the imposition by the 
federal and provincial governments of 
significant new taxes and duties on 
tobacco products. Such taxes 
and duties were, however, 
not imposed on tobacco 
products exported out of 
Canada. In February 1994, 
in an effort to curb the high 
level of smuggling of tobacco 
products into Canada, the 
federal and certain provincial 
governments reduced taxes to earlier 
levels. Exports of tobacco products by 
the major Canadian tobacco 
manufacturers increased significantly 
from 1991 to 1994. 


The Government of Canada and other 
provincial governments may be 
considering commencing actions similar 
to this claim or other proceedings 
against other tobacco products 
manufacturers. The federal Minister of 
Justice has stated that if the Government 
of Canada believes that it has sufficient 


evidence to move against any other 
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company it will do so. No such actions 
have been commenced against the 
Company or RBH. However, there is no 
assurance that such actions will not be 
commenced in the future. While RBH 
believes such actions would be ill 
founded and RBH would have good 
defences to any such action, if such an 
action is launched against the Company 
or RBH and results in an unfavourable 
resolution to the Company or RBH, it 
could involve significant damages, 
which could have a significant adverse 
effect on the financial condition of the 
Company, and the Company and RBH 
may not have the resources to satisfy 


such a claim. 


Product Liability Claims 

The Company and RBH are subject to 
a number of product liability claims as 
described below: 


e On January 13, 1995, an action was 
commenced in the Ontario Superior 
Court of Justice against RBH, Imperial 
Tobacco Limited and JTI-Macdonald 
Corp. by originally three —- and now 
four — individual plaintiffs who are 
seeking to certify the action as a class 
action. The plaintiffs claim, on their 
own behalf and on behalf of each 
potential class member, damages in the 
amount of $1,000,000 in addition to 
aggravated, punitive and exemplary 


damages and a mandatory order for 
the creation and funding of nicotine 
addiction rehabilitation centres for 
those addicted to nicotine. The scope 
of the purported class remains unclear 
but if the claimants succeed in having 
the motion granted, it could involve 
an indeterminate number of people, 
ranging in the millions. 


¢ On May 1, 1997, a statement of 
claim was issued against RBH and 
Imperial Tobacco Limited by a single 
plaintiff, Mirjana Spasic, in the 
Ontario Superior Court of Justice 
claiming damages in the amount of 
$1,000,000, reimbursement for 
moneys expended on the purchase of 
the defendants’ cigarette products and 
aggravated, punitive and exemplary 
damages. The claim is based upon 
allegations of negligent and inten- 
tional acts, spoliation, negligent 
misrepresentation, deceit, conspiracy, 
product liability and breaches of 
express and implied warranty. The 
defendants successfully brought a 
motion to strike out the plaintiff’s 
spoliation claim as disclosing no cause 
of action but the plaintiff has appealed 
that decision. The appeal is expected 
to be heard in early 2000. 
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¢ On September 3, 1998, a motion 
was filed in Québec Superior Court 
seeking court authorization to 
institute a class action against RBH, 
Imperial Tobacco Limited and JTI- 
Macdonald Corp. The claimants claim 
to represent a class consisting of all 
persons residing in Québec who are or 
have been addicted to the nicotine 
contained in cigarettes manufactured 
by the respondents, as well as the legal 
heirs of the persons included in the 
group but deceased. In addition to 
seeking an order certifying the action 
as a class action, the claimants are 
seeking on behalf of themselves and 
each class member $5,000 in 
exemplary damages and general 
damages to be assessed. No date for 
the hearing of the motion for 
authorization has been set. The scope 
of the purported class remains unclear 
but if the claimants succeed in having 
the motion granted, it could involve a 
large but indeterminate number of 
people, alleged to be in the millions. 


¢ On November 12, 1998, the 
Province of British Columbia initiated 
a lawsuit in the Supreme Court of 
British Columbia against RBH, the 
Company and numerous other 
Canadian and international tobacco 
companies and various tobacco trade 
associations seeking unspecified 


Management's Discussion and Analysis 


damages in an amount to cover the 
costs that have been allegedly incurred 
or will be incurred by the Government 
of British Columbia in providing health 
care benefits to British Columbia 
residents who have allegedly suffered 


smoking-related diseases. The action 
was brought pursuant to the Tobacco 
Damages and Health Care Costs 
Recovery Act (British Columbia), 
which purported to facilitate 
individuals and the provincial 
government in suing tobacco 
manufacturers in part by eliminating 
common law defences. 


RBH and other tobacco manufacturers 
challenged the constitutional validity of 
this legislation in an action commenced 
before the Supreme Court of British 
Columbia and in March 2000 the 
Court struck down the legislation and 
dismissed the action brought by the 
Province. The Minister of Health has 
however, indicated that the Province 
will enact similar legislation in the near 
future and reinstitute the claim for 
compensation and recovery of health 
care costs. 
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¢ On November 18, 1998, the Québec 
Council of Smoking and Health filed a 
motion in the Québec Superior Court 

seeking court authorization to institute 


a class action against RBH, Imperial 
Tobacco Limited and JTI-Macdonald 


“In March 2000 the Court struck down the legislation” — 


Corp. on behalf of all persons who 
have allegedly suffered certain diseases 
as a result of smoking cigarettes manu- 
factured by the respondents. The claims 
are based on allegations of failure to 
warn, addiction, nicotine manipula- 
tion, advertising directed at young 
people, false advertising and inade- 
quate warnings. The claimant is seeking 
unspecified general and exemplary 
damages and the establishment of a 
fund with the object of limiting 
cigarette consumption, supporting 
medical research into tobacco linked 
illnesses and reimbursing the Province 
of Québec for certain health care costs 
incurred by it in treating these illnesses. 
No date for the hearing of the motion 
for authorization has been set. The 
scope of the purported class remains 
unclear but if the motion is granted, it 
could involve a large but indeterminate 
number of people, alleged to be in the 
many thousands. 


¢ On January 11, 2000, Jasmine 
Ragoonanan (by her estate 
representative) and others issued a 
claim against RBH, Imperial Tobacco 
Limited and JTI-Macdonald Corp. for 
damages, alleging that a defective 
product manufactured by Imperial 
Tobacco Limited caused a fire resulting 
in the injury and/or death of the 
plaintiffs. The plaintiffs are seeking to 
certify their claim as a class action on 
behalf of all individuals who suffered 
losses, injuries and/or death (and their 
family law claimants) as a result of fires 
occurring after October 1, 1987 where 
the fire was caused by a cigarette 
igniting upholstered furniture. The 
plaintiffs allege that the defendants 
were negligent in failing to sell fire-safe 
cigarettes. They also allege strict 
product liability, conspiracy and breach 
of fiduciary duty. Although no dollar 
amount is specified, the claim is for 
general, special, aggravated, punitive 
and exemplary damages. The scope of 
the purported class remains unclear 
but, if the claimants succeed in having 
a class certified, the class could involve 
a large but indeterminate number of 


people. 
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¢ On March 2, 2000, the Province of 
Ontario initiated a claim naming 
numerous Canadian, U.S. and inter- 
national tobacco product manu- 
facturers and related companies 
including RBH and the Company as 
defendants. 


The lawsuit, which was reportedly 
brought to recover an estimated $40 
billion was commenced under the 
United States Racketeer Influenced 
and Corrupt Organizations Act and is 
based upon alleged misrepresentations 
made by the defendants in respects of 
the hazards of tobacco products. The 
action seeks to recover unspecified 
treble damages for injuries incurred by 
the Province of Ontario including 
tobacco related health care costs and 
claims all profits of the defendants 
realized from their operations in 
Ontario. 


Management’s Discussion and Analysis 


The Ministry of Health and Long Term 
Care Statute Law Amendment Act, 
1999 recently enacted by the Province 
of Ontario permits the Province in its 
own right, to directly bring an action to 
recover health care costs that have 
been, or will be, incurred by the 
Province as a result of the negligence or 
wrongful act or omission of any 
person. Although no action has to date 


been brought under the new legislation, 
certain representatives of the 
Government of Ontario have stated 
that it is considering proceedings 
against tobacco product manufacturers 
under this legislation to recover health 
care costs allegedly incurred as a result 
of smoking-related illnesses. 
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Although the Company and RBH 
believe they have good defences to 
these claims and intend to vigorously 
defend such claims and the attempts to 
certify the class actions, these matters 
involve complicated and novel 
questions of law and fact that may take 
years to resolve. Accordingly, the 
Company is unable to meaningfully 
estimate the amount or range of loss 


“The Company and RBH believe they have good defences to these claim 


that might possibly result from an 
unfavourable outcome in many of these 
matters. If the plaintiffs succeed in 
having any of the class actions 
certified, such actions could involve a 
large but indeterminate number of 
people. Since 1995, there has been an 
increase in the number of these cases 
pending. Punitive damages are 
specifically pleaded in a number of 
cases in addition to compensatory and 
other damages. If successful, these 
claims, either individually or in the 
aggregate, could involve significant 
damages which could have a significant 
adverse effect on the financial 
condition of the Company, and RBH 
and the Company may not have the 
resources to satisfy such claims. 


Outlook > 

Looking ahead, Rothmans Inc. is 
confident in its ability to improve its 
financial performance and believes 
this will be based on: 


e A relatively stable market for 
tobacco products in Canada 


e The ability of RBH to add revenues 
by increasing its market share in 
cigarettes by innovative adult 
marketing programs focused on key 
brands 


¢ The potential for added revenues 
from increased prices in a tax regime 
where increases by manufacturers 
have little effect on consumers 


e The steps already taken to reduce 
costs throughout RBH and the results 
of those continuing efforts in the 
future 


e The success of efforts by RBH and 
the industry to defend themselves 
from governmental and regulatory 
impairment of the right to conduct 
business in the tobacco industry as 


well as from litigation. 
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“Rothmans Inc. 1s 
confident in its ability to 
improve its financial 
performance” 


Management Report / Auditors’ Report 


WB The consolidated financial 
statements of Rothmans Inc. and its subsidiary 
companies have been prepared by management and 
are in accordance with generally accepted accounting 
principles in Canada. The significant accounting 
policies are outlined in Note 1. All other financial and 
operating information in the annual report is 
consistent with that contained in the consolidated 
financial statements. 


Management is responsible for maintaining a system of 
internal accounting controls which provides reasonable 
assurance that assets are safeguarded and that reliable 
financial information is produced. Management believes 
that existing internal controls are appropriate in terms 
of cost and risk to meet these objectives. Internal 
auditors employed by the Company and its subsidiaries 
monitor accounting records and related systems. 


PricewaterhouseCoopers LLP were appointed by the 
shareholders at the 1999 annual meeting as independent 
auditors to examine and report on the Company’s 
consolidated financial statements and their report 
appears on this page. As part of their examination, 
PricewaterhouseCoopers LLP reviewed internal control 
systems to the extent deemed necessary to support their 
opinion on such consolidated financial statements. 


The Company’s Board of Directors has overall 
responsibility for and has approved the consolidated 
financial statements and all other information in the 
annual report. The Board has appointed an Audit 
Committee consisting of five directors to review the 
audited consolidated financial statements prior to 
their submission to the full Board. The Committee 
also meets periodically throughout the year with 
Company officials, internal auditors and 
PricewaterhouseCoopers LLP. 


SS SS 


President and Chief Executive Officer 
May 11, 2000 


To The Shareholders of Rothmans Inc. 


We have audited the consolidated balance sheets 
of Rothmans Inc. as at March 31, 2000, 1999 and 
1998 and the consolidated statements of earnings, 
retained earnings and cash flows for the years then 
ended. These financial statements are the 
responsibility of the Company’s management. 

Our responsibility is to express an opinion on 
these financial statements based on our audits. 


We conducted our audits in accordance with 
Canadian generally accepted auditing standards. 
Those standards require that we plan and perform an 
audit to obtain reasonable assurance whether the 
financial statements are free of material misstatement. 
An audit includes examining, on a test basis, evidence 
supporting the amounts and disclosures in the 
financial statements. An audit also includes assessing 
the accounting principles used and significant 
estimates made by management, as well as evaluating 
the overall financial statement presentation. 


In our opinion, these consolidated financial 
statements present fairly, in all material respects, the 
financial position of the Company as at March 31, 
2000, 1999 and 1998 and the results of its operations 
and its cash flows for the years then ended in 
accordance with Canadian generally accepted 
accounting principles. 


Prreraitirbruatborpiw LLP 


Chartered Accountants 
Toronto, Ontario 
April 28, 2000 
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Consolidated Statement of Earnings 


and Retained Earnings 


Year ended March 31 (in thousands of dollars) 2000 1999 1998 
Earnings Revenues: 
Sales, net of excise duty and taxes $ 533,219 $532,883 $522,063 
Investment income 1,732 2,378 2,639 
Total revenues 534,951 5357201 524,702 
Costs: 
Operating costs 348,274 347,886 329,293 
Interest expense (income) (Note 5) 197 (518) (836) 
Total costs 348,471 347,368 328,457 
Earnings before income taxes 
and minority interest 186,480 187,893 196,245 
Income taxes (Note 9) 80,361 80,520 84,249 
Earnings before minority interest 106,119 107,373 111,996 
Minority interest 42,662 42,818 44,432 
Earnings for the year $ 63,457 $ 64,555 $ 67,564 
Earnings per common share $ 1.92 $ 1.95 $ 2.04 
Retained Balance at beginning of year $ 109,561 $171,752 $ 137,252 
Earnings Earnings for the year 63,457 64,555 67,564 
173,018 236,307 204,816 
Dividends Paid: 
Common shares 
(2000 - $1.00 per share 
1999 - $3.83, 1998 - $1.00) (33,064) (126,746) (33,064) 
Balance at end of year $ 139,954 $ 109,561 $171,752 


The accompanying notes are an integral part of the financial statements 


Lollimag Jue and Subsidiary Companies (Incorporated under the laws of Canada) 
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Shareholders’ 


(jy — \OD baa 
Director 


Consolidated Balance Sheet 


March 31 (in thousands of dollars) 


Current Assets 
Cash and cash equivalents 
Short-term investments 
Accounts receivable 
Inventories (Note 3) 
Prepaid expenses 
Total current assets 


Capital assets (Note 4) 
Deferred income taxes 
Other assets 


Current Liabilities 
Bank indebtedness (Note 5) 


Accounts payable and accrued liabilities 


Excise and other taxes payable 
Income taxes payable 
Total current liabilities 


Minority interest in subsidiary company 


Capital stock (Note 6) 
Retained earnings 
Total shareholders’ equity 


Approved by the Board: 


2000 1999 1998 

$ 56,748 $ 26,830 $ 74,002 
4,938 11,238 25,123 
52,053 41,918 42,642 
194,510 199,878 197,298 
2,578 1,438 1,196 
310,827 281,302 340,861 
48,933 46,527 37,014 
7,727 Upllteak 13,946 
14,474 13,902 1,066 

$ 381,961 $ 349,502 $392,887 
$ 49,238 $ 55,606 $ 33,330 
54,253 58,496 50,889 
15,981 16,175 16,248 
24,177 9,440 23,508 
143,649 139,717 123,844 
71,009 72,875 69,942 
214,658 212,592 193,786 
27,349 27,349 27,349 
139,954 109,561 AAV Tey 
167,303 136,910 199,101 
$ 381,961 $ 349,502 $392,887 


Director 


The accompanying notes are an integral part of the financial statements 


Mol mes Jae and Subsidiary Companies (Incorporated under the laws of Canada) 
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Consolidated Statement of Cash Flows 


Year ended March 31 (in thousands of dollars) 2000 1999 1998 


Cash flows from (used in): 


Operating Earnings for the year $ 63,457 $ 64,555 $ 67,564 
Activities Adjusted for non-cash items- 
Amortization 5,604 S13 6,464 
Minority interest 42,662 42,818 44,432 
Deferred income taxes 44 6,175 1,170 
Loss (gain) on sale of capital assets 37 (403) (806) 
111,804 118,876 118,824 
Net decrease (increase) in non-cash 
operating working capital 10,693 5,984 (9,696) 
122,497 124,860 109,128 
Investing Proceeds on sale of capital assets 35 482 922 
Activities Additions to capital assets (8,082) (15,323) (5,097) 
(Increase) decrease in other assets (572) (12,836) 251 
(8,619) (27,677) (3,924) 
Financing Dividends- 
Activities By the Company (33,064) (126,746) (33,064) 
By a subsidiary company to 
minority shareholder (44,528) (39,885) (45,822) 
(Repayment) proceeds of short-term borrowing (6,368) 22,276 (9,712) 
(83,960) (144,355) (88,598) 


Increase (decrease) in cash and 


cash equivalents 29,918 (47,172) 16,606 

Cash and cash equivalents-beginning of year 26,830 74,002 57,396 

Cash and cash equivalents-end of year $ 56,748 $ 26,830 $ 74,002 

Supplementary Income taxes paid $ 65,855 $ 88,269 $ 77,583 
Disclosures Interest paid 787 456 379 


The accompanying notes are an integral part of the financial statements 


Loli masn Jie and Subsidiary Companies (Incorporated under the laws of Canada) 
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Notes To Consolidated Financial Statements 


(Tabular amounts are in thousands of dollars) 


HW 1. Summary of 
Significant Accounting Policies > The 
consolidated financial statements are prepared on 
the historical cost basis in accordance with the 
accounting principles generally accepted in Canada. 


a) Principles of Consolidation > The consolidated 
financial statements include the accounts of the 
Company and all subsidiaries. 


b) Use of Estimates > The preparation of financial 
statements in conformity with Canadian generally 
accepted accounting principles requires 
management to make estimates and assumptions 
that affect the amounts reported in the consolidated 
financial statements and accompanying notes. 
These estimates are based on management’s best 
knowledge of current events and actions that the 
Company may undertake in the future. 


c) Inventories > Inventories are stated at the 
lower of cost and net realizable value. 


d) Capital Assets > Capital assets are recorded at 
cost. Amortization is provided on a straight-line 
basis over the estimated service life of the assets, 
which are as follows for the principal asset 


categories: 

Land improvements — 10 years 
Buildings — 30 years 
Machinery and equipment — 3 to 10 years 
Motor vehicles — 5 years 
Leasehold improvements — term of lease; 


not to exceed 10 years 


e) Pensions > Pension benefit obligations are 
determined by independent actuaries using the 
accrued benefit method. Adjustments arising from 
plan amendments, changes in assumptions, 
experience gains and losses and the net transitional 
pension asset are amortized over the expected 
average remaining service life of the employee 
group. 

f) Other Retirement Obligations > In addition to 
providing pension benefits, the Company currently 
provides life insurance and extended health care 
benefits for most retirees, and salaried and hourly 
employees who become eligible for these benefits, 
as they retire from active employment. Sub- 
stantially, all of the health care benefits are self- 
insured, while life insurance benefits are provided 
through insurance contracts. The Company has 
recognized the cost of providing such benefits on 
an accrual basis. 


g) Marketing > Marketing costs, including those 
related to the introduction of new brands, are 
charged against earnings during the year in which 
they are incurred. 


h) Earnings Per Common Share > Earnings per 
common share are based on the weighted average 
number of shares outstanding during the year. 


2. Amalgamation 


On January 17, 2000, the shareholders of 
Rothmans Inc. (the Company) approved the 
amalgamation of the Company with Rothmans 
Parnership in Industry Canada Limited and 
Rothmans of Canada Limited, the companies in 
which British American Tobacco’s (BAT) 71.2% 
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common share interest in the Company was held. The 
amalgamation completed the consolidation of the two 
Canadian holding companies with the Company in 
preparation for the sale of BAT’s interest. The assets and 
liabilities of these holding companies were not 
significant, apart from their interest in the Company. 
The impact of the amalgamation was not material to the 
financial statements of the Company. 


3. Inventories 


2000 1999 1998 

Leaf tobacco $ 90,167 $ 90,922 $ 96,823 
Finished goods 81,616 85,977 76,958 
Packaging matenal and other 22,727 22,979 23,517 
$194,510 $199,878 $197,298 


4. Capital Assets 


Cost 2000 1999 1998 
Land and land improvements $ 1,501 $ 1,490 $ 1,469 
Buildings 20,997 20,711 19,704 
Machinery and equipment 119,216 113,633 105,063 
Motor vehicles 1,009 1,074 1,075 
Leasehold improvements 3,242 3,082 37153 
145,965 139,990 130,464 

Accumulated amortization 97,032 93,463 93,450 
$ 48,933 $46,527 $ 37,014 

Accumulated amortization 2000 1999 1998 
Land improvements $ 99 $ 90 $ 91 
Buildings 10,653 10,168 9,638 
Machinery and equipment 82,483 79,376 79,894 
Motor vehicles 900 1,054 1,047 
Leasehold improvements 2,897 2,715 2,780 
$ 97,032 $ 93,463 $ 93,450 


5. Bank Indebtedness 


2000 1999 1998 


Bank indebtedness $ 49,238 $ 55,606 $ 33,330 


Interest expense on bank and other short-term 
indebtedness is net of related interest income of 
$617,000. For 1999 and 1998, interest income is net of 
related interest expense of $469,000 and $485,000 
respectively. 


6. Capital Stock 
Authorized > An unlimited number of common shares 


Issued 2000 1999 1998 
33,064,104 common shares $ 27,349 $ 27,349 $ 27,349 


On February 11, 2000, the Company completed the 
amalgamation (note 2) with the BAT Canadian holding 
companies and BAT completed the sale of its 71.2% 
interest in the Company through a public offering of the 


shares. In conjunction with the amalgamation, the shares 
were subdivided on a 6 for 1 basis. All share and per 
share disclosures have been restated in the financial 
statements to give retroactive effect to this subdivision of 
shares. 


53.Rothmans Inc. Annual Report 2000 


Notes To Consolidated Financial Statements 


7. Financial Instruments > The 
Company uses foreign currency forward 
contracts to hedge the economic risk of 
certain foreign currency transactions. 
The Company follows a policy of not 
using financial instruments for specula- 
tive purposes and has procedures in 
place to monitor and control their use. 
Due to their short-term maturities, 
the carrying value of the Company’s 
investments, accounts receivable, 
accounts payable, excise and other taxes 
payable, and bank indebtedness 
approximates their estimated fair value. 


8. Pensions > The Company 
maintains pension plans which provide 
retirement benefits for employees. 
Pension obligations are funded with 
independent trustees in accordance 
with legal requirements. As at 

March 31, 2000, the actuarial 

present value of accrued defined 
benefit pension obligations is estimated 
to be $87,562,000. The market value 
of the defined benefit fund assets is 
approximately $121,653,000. 


9. Income Taxes > The consolidated effective 


income tax rate is made up as follows: 


2000 1999 
% % 
Combined federal and 
provincial basic rates 40.9 41.0 
Manufacturing and 
processing tax credits (5:1) (5.2) 
Surtaxes and other 7.4 Ue 
Non-taxable dividends (0.1) (0.1) 
Effective income tax rate 43.1 42.9 
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1998 


%o 
40.9 


(5.1) 
Whey 
(0.1) 
42.9 


10. Commitments and Contingent 
Liabilities > In the normal course of 
business, the Company and its 
subsidiaries have commitments in 
respect of capital expenditures, 
purchase of tobacco and sponsorship 
obligations. 

Commitments under operating 
lease obligations relate to fleet 
automobiles, warehouses and offices. 
The following table summarizes the 


minimum lease payments due after 
March 31, 2000: 


Year ending - 


2001 $ 4,426 
2002 3,383 
2003 2,631 
2004 2,324 
2005 2 A}S 
Years subsequent to 2005 eae 

$ 15,291 


The Company and Rothmans, 
Benson & Hedges Inc., the operating 
company, together with two other 
tobacco companies in Canada have 
been served with several claims relating 
to the consumption of tobacco products 
which seek, amongst other things, 
damages both punitive and exemplary 
on behalf of each of the plaintiffs. 
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The lawsuits remain at an early 
stage and an estimate of the loss, if any, 
cannot be made. The Company and 
Rothmans, Benson & Hedges Inc. deny 
the allegations in the claims, and intend 
to vigorously defend the actions. 


11. Related Party Transactions > In 
the ordinary course of business, the 
Company purchased goods for resale 
and related services from BAT 
subsidiary companies at fair market 
value, in the amount of $7,235,000 
(1999 — $12,970,000; 1998 — 
$14,153,000) and had sales to these 
companies, combined with services 
rendered, totaling $2,824,000 (1999 — 
$3,428,000; 1998 — $4,610,000). 


Company Value Added Statement 
for the year ended March 31, 2000 


In thousands of dollars 2000 1999 1998 
Wealth Created Gross revenue $959,125 $ 964,726 $ 937,260 

Interest income 2,348 37505 3,960 

Paid to suppliers for 

materials and services (265,473) (263,725) (246,213) 

Total wealth created $696,000 100% $ 704,366 100% $695,007 100% 
Distributed Employees $ 70,432 10% $ 71,636 10% $ 69,383 10% 
as Follows 

Government 

Federal excise duty & taxes $425,906 $ 431,843 $415,197 

Corporate income & capital taxes 81,516 81,411 85,251 

Payroll & municipal taxes 5,610 5,903 6,231 


$513,032 74% $519,157 74% 


$506,679 73% 


Providers of capital and other 


Minority interest $ 42,662 $ 42,818 
Dividends 33,064 64,555* 
Interest on borrowings 813 469 
Amortization 5,604 Soff syil 


$ 82,143 12% $ 113,573 16% 


$ 44,432 
33,064 
485 
6,464 

$ 84,445 12% 


Reinvested in the Company 
Retained Earnings $ 30,393 4% $ - 0% 


$ 34,500 5% 


Total wealth distributed $696,000 100% $ 704,366 100% 


$695,007 100% 


* Total dividends for the year were $126,746 of which, $64,555 was the portion created out of current year’s wealth. 


Value added is a measure of the wealth the Company has 
created by adding to the cost of raw materials, products and 
services purchased. The schedule summarizes total wealth 
created and shows how it has been shared by employees in the 
form of salaries, benefits and pensions; by the Government in 
the form of taxation; and by providers of capital in its 
shareholders and financial institutions. The calculation takes 
into account amounts retained and reinvested in the Company 
for replacement of assets and further development of 
operations. 
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{J Reinvestment in the Company (4%) 
@ Employees (10%) 

W Providers of capital and other (12% 
@ Government (74%) 


Quarterly Data 


1986/87 1993/94 1999/00 


Since the formation of RBH, Rothmans market price increased 
by 560% to reach $37.00 per share in August 1998. 
Following that peak, the share value has decreased by more 
than 60%, as investors reacted to tobacco litigation in 
Canada and the United States. Between the secondary 
offering on February 11 and March 31, 2000, Rothmans 
shares traded in the range $13.60 to $17.70 per share. 
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Total for 
Quarter ended (in thousands of dollars) June 30 September 30 December 31 March 31 the Year 
Sales (net of excise duty and taxes) 
1999 - 2000 $138,475 $ 137,408 $ 135,433 $ 121,903 $ 533,219 
1998 - 1999 $136,741 $ 142,466 $ 130,136 $ 123,540 $ 532,883 
Earnings 
1999 - 2000 $ 17,203 $ 15,775 S743 $ 13,048 $ 63,457 
1998 - 1999 $ 16,395 $ 17,294 $ 13,948 $ 16,918 $ 64,555 
Earnings per Common Share 
1999 - 2000 $ 0.52 $ 0.48 $ 0.53 $ 0.39 $ 1.92 
1998 - 1999 $ 0.50 $ 0.52 $ 0.42 $ 0.51 $ 1.95 
The underwriters purchased 23,542,818 
common shares at a price of $13.35 per share 
on February 11, 2000 
Rothmans Inc. Common Shares -35 
quarterly closing price, dollars per share 
restated to reflect the recent six-for-one share split ~30 
-25 
- 20 
15 
-10 


Ten-Year Financial Review 


Year ended March 31 (in thousands of dollars) 


Operations 
Sales, net of excise duty and taxes 
Earnings- 
Before minority interest 
Minority interest 
Earnings for the year 


Additions to capital assets 
Amortization of capital assets 
Interest (expense) income 
Dividends paid- 

Preferred 

Common 


Financial position at year-end 
Working capital 

Capital assets, net 

Total assets 

Shareholders’ equity 


Per common share 
Earnings 

Dividends paid 
Shareholders’ equity 


Ratios 

Return on average total capital employed (%) 
Return on average shareholders’ equity (%) 
Working capital ratio 


* Includes a special dividend - 
$2.83 per share in 1998/99; 
$1.33 per share in 1995/96; 
$3.00 per share in 1993/94; 
$2.67 per share in 1990/91. 
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2000 1999 1998 1997 
$533,219 $ 532,883 $ 522,063 $ 518,647 
$106,119 $ 107,373 $ 111,996 $ 100,773 

42,662 42,818 44,432 40,158 

$ 63,457 $ 64,555 $ 67,564 $. 60,615 
$ 8,082 $ 15,323 $ 5,097 $ 7,604 
5,604 5,731 6,464 6,209 
(197) 518 836 803 
33,064 126,746 33,064 33,064 

$ 167,178 $ 141,585 $ 217,017 $ 181,003 
48,933 46,527 37,014 38,497 
381,961 349,502 392,887 371,614 
167,303 136,910 199,101 164,601 
$ 1.92 $ 1.95 $ 2.04 $e hes 

1.00 323° 1.00 1.00 

5.06 4.14 6.02 4.98 

49.4 57.2 59.1 55.4 

41.7 38.4 37.2 40.2 

22 2.0 2.8 2.3 


1996 1995 1994 1993 1992 1991 

$ 485,891 $ 459,534 $ 456,059 $ 468,212 $ 444,524 $ 417,396 
$ 95,890 $ 100,771 $ 96,458 $ 91,335 $ 81,248 $ 68,725 
38,129 40,070 37,804 36,008 31,943 25,407 

$ 57,761 $ 60,701 $ 58,654 $ 55,327 $ 49,305 $ 43,318 
$ 7,044 $ 5,100 $ 5,393 $ 6,295 $ 5,828 Soe Gad 
6,185 6,505 8,261 8,135 7,058 7,320 
1,453 1,539 1,483 344 (577) (6,656) 

= = = - 1,556 1,527 

74,394 22,043 121,235 22,043 20,390 101,397 

$ 153,935 $ 171,506 $ 116,665 $ 192,811 $ 160,021 $ 155,637 
37,187 36,451 37,915 43,718 44,161 46,377 
320,091 347,609 372,452 406,358 390,230 354,759 
137,050 153,683 115,025 177,606 144,322 139,628 
$e ie75 $0084 Sal 7 Sonal 67 Sep LAA $ 1.26 
2.25* 0.67 3.67 * 0.67 0.62 B07" 

4.15 4.65 3.48 5.37 4.37 3.54 

50.1 66.1 50.6 40.0 32.0 24.4 

39.7 45.2 40.0 34.4 34.7 25.5 

2.4 2.4 1.6 2.3 2.0 2.1 
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Board of Directors 


The Hon. William M. Kelly > Chairman of the Board Rothmans Inc. William Kelly is a member 
of the Senate of Canada; President, Kelco Management Ltd. Senator Kelly has served on the 
boards of a number of Canadian corporations. He is a Fellow of the Engineering Institute of 
Canada, and Past Chairman of Ryerson Polytechnical Institute. He is the Honourary Lieut. Col. 
of the 2nd Field Engineer Regiment, a Lifetime Member of the World Wildlife Federation and a 
Lifetime Governor of Canada’s Sports Hall of Fame. Elected to the Board in 1984. 


Joe Heffernan > Vice Chairman Rothmans Inc. Mr. Heffernan served as CEO of the 
Corporation from 1990 to 1999 and more recently as Deputy CEO of Rothmans International 
until the completion of its merger with British American Tobacco p.l.c. in June, 1999. 

Mr. Heffernan is a director of Rothmans, Benson & Hedges Inc., Co-Steel Inc., and Clairvest 
Group Inc. He also serves as Vice Chairman of Co-Steel Inc. Elected to the Board in 1989. 


John R. Barnett > President & Chief Executive Officer of Rothmans Inc. and subsidiary Rothmans, 
Benson & Hedges Inc. Mr. Barnett is a director of Toronto Port Authority and The Canadian Tobacco 
Manufacturers’ Council and is President and director of ProAction. He also serves on the boards of 
Canadian Special Olympics Foundation and Sports Celebrities Festival. Elected to the Board in 1999. 


Douglas G. Bassett 0.C., 0.0nt. > Vice Chairman of CTV Inc. (formerly Baton Broadcasting 
Incorporated). Mr. Bassett is a director of a number of Canadian corporations including 
Canadian Imperial Bank of Commerce and Mercedez-Benz Canada Inc. He is also director of 
the Canadian Council of Christians and Jews, the Council for Canadian Unity and the World 
Wildlife Fund Canada. Mr. Bassett was appointed an Officer of the Order of Canada in 1991 
and the Order of Ontario in 1995. Elected to the Board in 1997. 


Robert J. Carew > Executive Vice President Corporate & Legal Affairs, Rothmans, 
Benson & Hedges Inc. Prior to joining Rothmans in 1999, Mr. Carew was a Partner 
with Smith Lyons, Barristers & Solicitors. Mr. Carew serves as a director of several 
companies. Elected to the Board in 1991. 
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Pierre Des Marais II > President , Gestion PDM Inc. Mr. Des Marais is a director of Cognicase Inc., 
Imperial Oil Limited, St-Lawrence Cement, Sleeman Breweries Limited and Suzy Shier Limited. He is 
Chairman of the Board of the Corporation de l’H6pital Maisonneuve-Rosemont and Fellow of the Royal 
Canadian Geographical Society. He is also a member of the Board of LEcole Nationale de Cirque and 
of the Quebec Advisory Board of The Nature Conservancy of Canada. Elected to the Board in 1987. 


The Hon. Paule Gauthier P.C. 0.C. Q.C. > Senior partner of the law firm of Desjardin Ducharme Stein 
Monast. Madame Gauthier is a director of the Royal Bank of Canada, Royal Trust Corporation of 
Canada and the Advisory Board of IBM Canada Ltd. She is also a board member of Centre hospitalier 
affilié universitaire de Québec and serves on the Board of Governors of Royal Military College of 
Canada. Madame Gauthier was appointed a member of the Queen’s Privy Council for Canada in 1984, 
Queen’s Counsel in 1988 and Officer of the Order of Canada in 1990. Elected to the Board in 1998. 


Pierre Gravelle > Consultant with Pierre Gravelle and Associates. Mr. Gravelle sits on the Dean’s 
Advisory Council, Faculty of Administration of the University of Ottawa and is a Governor of the 
Canadian Council on National Unity. He served as a member of the Board of Governors of the 
University of Ottawa, the Canadian Centre for Management Development and the Institute for 
Research on Public Policy. He was appointed Queen’s Counsel in 1981. Elected to the Board in 1998. 


Alan M. Hodge > Executive Vice President, Foster’s Brewing Group Canada Inc. Mr. Hodge has 
held a number of senior positions in the brewing industry since joining Carling O’Keefe in 1977. 
He remained with Foster’s following the sale of Carling O’Keefe in 1998 and serves on the boards 


of a number of Foster’s affiliated companies. Elected to the Board in 1999. 


Dennis W. Robertson > Chief Financial Officer for Rothmans Inc. and its subsidiary 
Rothmans, Benson & Hedges Inc. Mr. Robertson has held a number of senior positions with 
Rothmans since joining Benson & Hedges (Canada) Inc. in 1969. Elected to the Board in 
1990. 
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Corporate Governance 


Mi Corporate Governance > 


The Company’s Board of Directors is 
ultimately responsible for supervising 
the management of the business and 
affairs of the Company. The Board of 
Directors discharges its responsibility 
directly and through its committees. 


newly constituted committee and is 
composed of the following seven 
directors: Joe Heffernan (Chairman), 
Douglas G. Bassett, Pierre Des Marais 
II, The Hon. Paule Gauthier, Alan M. 
Hodge, Pierre Gravelle, and The Hon. 
William M. Kelly. The Chairman of the 


“The Board has adopted specific guidelines 
for the direction and operation of 
each of the committees” 


The Company has three permanent 
committees: the Audit Committee, the 
Pension and Compensation Committee 
and the Corporate Governance 
Committee. The Audit Committee is 
composed of the following five directors: 
Pierre Des Marais II (Chairman), 
Douglas G. Bassett, The Hon. Paule 
Gauthier, Pierre Gravelle and Alan M. 
Hodge. The Pension and Compensation 
Committee is composed of the following 
four directors: Douglas G. Bassett 
(Chairman), The Hon. Paule Gauthier, 
Joe Heffernan and Alan M. Hodge. The 
Corporate Governance Committee is a 
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Board is an ex-officio member of all 
Board committees. The Board has 
adopted specific guidelines for the 
direction and operation of each of the 
committees to provide assistance to the 
members in performing their duties and 
exercising their responsibilities. All of 
the members of each of the committees 
are considered to be “outside” (non- 
management) directors, a majority of 
whom are “unrelated” directors of the 
Company. 


In addition, in connection with the sale by 
British American Tobacco, p.l.c. of its 
71.2% interest in the Company, the 
Board formed a special committee which 
was composed of the following four 
directors: Pierre Des Marais II 
(Chairman), Douglas G. Bassett, The 
Hon. Paule Gauthier and Pierre Gravelle. 
The special committee reviewed and 
provided recommendations to the Board 
concerning the terms of the transaction 
which involved the Company. 


In 1995, The Toronto Stock Exchange 
adopted fourteen guidelines for 
effective corporate governance 
addressing matters such as the 
constitution of and functions to be 
performed by the Board of Directors 
and its committees. The TSE requires 
that each listed company disclose its 
approach to corporate governance with 
reference to these guidelines on an 
annual basis. A detailed analysis of the 
Company’s compliance with the TSE 
guidelines and additional information 
regarding the Board of Directors and its 
committees is included in the 2000 
Management Proxy Circular. 
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Shareholder Information 


("ey Corporate Office 


Rothmans Inc. 

1500 Don Mills Road 
Toronto, Ontario 
M3B 3L1 


Stock Exchange > The Company’s 
common shares trade on the Toronto 
Stock Exchange under the stock symbol 
ROC. 


Annual and Special Meeting > The 
annual and special meeting of 
shareholders will be held at 11:00 a.m. 
local time on Thursday, July 20, 2000 at: 
The Westin Prince Hotel 

900 York Mills Road 

Toronto, Ontario 


Transfer Agent and Registrar > 
Questions relating to share certificates, 
dividends and estate settlements should 
be directed to: 


CIBC Mellon Trust Company 
P.O. Box 7010 

Adelaide Street Postal Station 
Toronto, Ontario 

MSC 2W9 

Telephone: (416) 643-5500 or 
toll free 1-800-387-0825 

Fax: (416) 643-5501 

Website: www.cibcmellon.ca 


Email: enquiries@cibcmellon.ca 


Auditors 
PricewaterhouseCoopers LLP 


Toronto, Ontario 
MSH 1V8 


Legal Counsel 
Smith Lyons 
Toronto, Ontario 
MSH 227 


Bankers 
The Bank of Montreal 
Toronto, Ontario 


Reporting Calendar > The 
Corporation’s year end is March 31. The 
annual report is‘mailed in June, and 
quarterly results are mailed in August, 


November, and February. 


Dividend Payment Dates > Quarterly; in 
the months of March, June, September 
and December. 


Investor Relations 
Dennis W. Robertson 
Vice President, Finance 
(416) 442-3666 
Annual Reports 
Brenda J. Moher 
Assistant Secretary 
(416) 442-3676 
bmoher@rbhinc.org 


Rothmans, Benson & Hedges Inc. 
Sales Regions 
Western, Central, and Eastern Canada 


Corporate Office 
Toronto, Ontario 


Plant Locations 
Quebec City, Quebec 


Brampton, Ontario 


Sales Locations: 
Vancouver, British Columbia 
Calgary, Alberta 
Edmonton, Alberta 
Saskatoon, Saskatchewan 
Winnipeg, Manitoba 
Toronto, Ontario 
Burlington, Ontario 
London, Ontario 
Ottawa, Ontario 
Montreal, Quebec 
Sainte-Foy, Quebec 
Dartmouth, Nova Scotia 
St. John’s, Newfoundland 
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Rothmans Inc. - Officers 

John R. Barnett 
President and Chief Executive Officer _ 
The Hon. William M. Kelly 

Chairman of the Board 

Joe Heffernan 

Vice Chairman 

Dennis W. Robertson 

Vice President Finance 

Brenda J. Moher 

Assistant Secretary 


Rothmans, Benson & Hedges Inc., - 
Executive Management 

John R. Barnett 

President and Chief Executive Officer — 
John E. Broen 

Vice President Corporate Affairs and _ 
Secretary 
Robert J. Carew 
Executive Vice President Corporate and 
Legal Affairs 

Warren H. Finlay 

Vice President Operations, Leaf and 


u 


Research & Development 

Ronald F. Funk 

Vice President Sales 

Dennis W. Robertson 

Vice President Finance and 
Administration 

Jean-Pierre Suys 

Vice President Human Resources & 
Industrial Relations 

Franco A. Salituro 

Vice President Marketing Core Product: 
Robert Verrall 

General Manager Tobacco Products 
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